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THE CRISIS OF 1860 AND THE FIRST ISSUE OF 
CLEARING-HOUSE CERTIFICATES. I. 


The causes of crises are so subtle in nature that any attempt 
to foretell fluctuations in the financial world might well -be con- 
sidered hazardous. No one in the opening months of the year 
1860 thought of doubting the continuance of the rising tide of 
prosperity which had begun to gather strength the year before. 
And yet the closing months of the year saw such a destruction 
of trade and credit, and the downfall of so many powerful 
houses, that the financial situation in New York and, indeed, 
throughout the United States generally, occasioned deep anxiety 
to the financiers of the world. This revulsion is in itself worthy 
of attention as a study of a financial panic; but it is of still 
greater historical interest to the student of credit and crises 
because it was the first occasion, in this country, of the issue of 
clearing-house certificates as a means of checking the course of 
liquidation. 

As will be shown hereafter, the panic was caused by the 
rupture of business relations between the North and the South, 
and aggravated by the suspension of normal trade relations be- 
tween the East and the West. In order that the causes that 
occasioned the revulsion may be clearly apprehended, it will be 
necessary, first of all, to describe the condition of industry and 
agriculture in the South and West. In doing so, the inquiry will 
be confined to the decade 1850-60. 

65 








66 JOURNAL CF POLITICAL ECONOMY 


The state of agriculture in the South may first be noted. 
Cotton was king of all the crops below Mason and Dixon’s line. 
During the decade it had increased greatly in value and volume. 
The rapid recovery of the South from the destructive panic of 
1857 was due largely to the immense value of this crop.’ Missis- 
sippi produced more cotton than any other state. In 1860 her 
harvest of cotton was greater than that of the entire United 
States in 1850. The following figures show the exent of this 
crop in the years 1856—60.° 


TABLE I. COTTON CROP 


Year Bales 
SP iciccccccaen 2,937,519 
Si. 060nes neg 3,113,962 
I iasorensvens 3,851,481 
By i cesesevecs 4,675,770 


Not only did cotton bring wealth to the South, but thousands 
of workmen in the North and in Europe found employment in 
transforming it into the finished product. When war broke out 
many southern newspapers confidently predicted that the lack of 
raw cotton would cause the closing of many factories in the 
North; and that the consequent pressure of the unemployed 
would soon force northerners to sue for peace. 

But there were other indications of agricultural prosperity in 
the South in addition to the cotton crop. Rice and tobacco were 
two other important products. The yield of rice, however, had 
diminished considerably during the decade.* ‘Tobacco, on the 
contrary, had increased greatly in amount and value. In 1850, 
90,961,429 pounds were produced; and in 1860, 203,642,093 
pounds.® It should be noted, too, that the raising of live stock 
was an important branch of agriculture there. In this respect, 
its interests were approximately as great as those of all the re- 
maining states in the Union together. That the South was pros- 


+ Bankers’ Magazine (New York), 1860-61, Vol. 15, p. 514. 

* Eighth Census (1860), “Agriculture,” p. 94 of the Introduction. 
* Bankers’ Magazine, Vol. 15, p. 542. 

* Eighth Census (1860), “Agriculture,” p. 95. 

5 Ibid., p. 294. * Ibid., pp. 192-195. 
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perous is indicated, also, by the upward trend in the value of its 
farm lands.’ In this, to be sure, it merely shared in conditions 
which were general throughout the country.® 

Turning to industry, it must be acknowledged that the South 
did not keep pace with the marvelous industrial expansion of the 
North. Yet it was not wholly untouched by the industrial 
forces which were transforming the rest of the country. For 
example, considerable progress had been made in railway con- 
struction ; as may be seen from the following table :’° 











TABLE II 
MILES OF RAILROAD IN THE UNITED STATES 1850 AND 1860 
ete No. Miles in | No. Milesin | Increase in 
Southern States............ 2,335 10,712 8,376 
New England States........ 2,506 3,069 1,162 
The remaining states........ 3,746 16,210 12,464 














The amount of capital invested in manufacturing had in- 
creased from $96,615,214 in 1850 to $159,496,592 in 1860." 
The latter sum was small indeed, in comparison with that in- 
vested in the North. The Northwest and South, however, were 
composed essentially of agricultural states; and a comparison 
between the amounts of capital invested in these two sections of 
the country will prove helpful in understanding their industrial 
development in 1860. These data are given in the following 
table :*? 


* Eighth Census (1860), “Agriculture,” p. 7. 

8 Ibid., p. 7, and Seventh Census (1850), p. 82 of the Introduction. 

*Taussig, Tariff History of the United States, p. 73; Bullock, Economics 
p. 27; Woodrow Wilson, Division and Reunion, pp. 127, 212, 245; McMaster, 
History of the United States, Vol. II, p. 14; Cairne, “Slave Power,” Harper’s 
Magazine, Vol. XXIX, p. 123. 

Compiled from statistics in Preliminary Report of the Census, 1860, pp. 
234, 235. 

" Eighth Census (1860), “Manufactures,” pp. 729, 730. 

4% The table is from Dr. Dyer, Democracy in the South before the Civil War. 
I have verified the figures given by consulting the Eighth Census (1860), “Popu- 
lation,” p. 598; and “Manufactures,” pp. 729, 730. 
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TABLE III. AMOUNTS OF CAPITAL INVESTED IN NORTHWEST 
AND SOUTH, 1860* 


Maryland. . ... =. +. 4-8 Temmesmee . . 1. 1 1 te 89079 
Ms 3 8 es ee sk te ke ew: oe 
BR wk we ee ee ak er we ue ee 
Virginia. . . . . . +. 24.3 NorthCarolina . . . . . 14.6 
Mae wl ll kl tlt lt wt OR a a tl hl hl lt 
South Carolina . . . . . 23.0 Minnesota . ... . . 13.8 
Kentucky ... . . . 21.0 Mississippi . . . . . . 13.3 
Teas i “ lk tl tl Uw ww a i tt ll ll kl a 
Louisiana ... . . . 39.0 Texas... . . 2. «© © ©) JF 
Missouri. .. . . . . 138.7 Arkamsas. . . ... . 4.0 
Georgia. . . ... . 18.3 


*The quantities in this table are expressed in terms of millions of dollars, five ciphers being omitted. 


Then, as now, the industrial expansion of the South was 
retarded by an insufficient supply of labor. It is significant to 
find that, of the immigration into the United States previous 
to 1860, the North had received practically all. Thousands of 
energetic workmen from Europe came to the United States 
every year; but nearly all settled in the cities of the North or on 
the farms of the West.?% 

The South had made considerable progress in banking; 
although it must not be forgotten that many of the banks there 
were as notoriously bad as those in the western states. The 
Louisiana banking system, however, was one of the best in the 
country. Under this system, adopted in 1842, Louisiana had 
become in 1860 the fourth state in the Union in point of bank- 
ing capital, and second in the amount of specie held.1* Increase 

™ See The International Review, 1881, pp. 88-96. There Professor J. Laurence 
Laughlin discusses the reasons for this state of affairs. See also the Ninth 
Census, in which General Francis A. Walker gives a colored map indicating the 
location of the foreign-born population about this time. It may be noted here 
that the South had quite an extensive list of manufactures, though on a compara- 
tively small scale. The Eighth Census (1860), pp. 604-69, enumerates the fol- 
lowing manufactures among others: Steam engines, tobacco, carriages, wagons, 
leather, flour, meal, sawed lumber, woolen goods, cotton goods, boots and shoes, 
clothing, wool-carding, saddlery and harness, paper, printing materials, hats and 


caps, iron bloom, bar iron, sheet and railroad iron, salt, hemp and manilla cord- 
age, coal and turpentine. 


“The principal features of the act of 1842, which established the system, 
were the following: (1) The specie reserve was to be equal to one-third of all 
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in the banking business is, however, best shown by expansion in 
loans, discounts, and deposits; and not by growth of capital 
stock. The following table presents a statement of the condition 
of banking in the various sections of the country during the years 
1854-1861.15 


TABLE IV 


BANKING CAPITAL, LOANS AND DISCOUNTS, AND DEPOSITS IN THE 
UNITED STATES, 1854-61* 












































CAPITAL 

Year Eastern Middle Southern | Southwest | Western United 

States States States States States States 

1854-55... - 22 cece tor.8 120.7 49.2 41.0 19.3 332.1 
BB55—GO... 2. eee 110.4 125.9 48.6 41.8 16.9 343.8 
ag Oe 114.6 140.2 50.5 44.6 20.7 370.8 
ge ere 117.2 154.4 52.0 49.6 21.2 394.6 
6 :6:0:0:00605% 119.5 156.3 48.5 54.2 23.1 401.9 
en ee 123.4 159.0 54-5 59-3 25.3 421.8 
a eee 123.7 | 160.0 56.2 62.9 26.5 429.5 

LoANS AND DISCOUNTS 
Se 173-5 241.6 69.5 64.3 26.9 576.1 
NS b:icasesesewas 177-4 279.2 75.8 73-5 28.1 634.1 
_ _ eaenre. 187.7 299.8 82.4 82.8 31.6 684.4 
ie ee 177.8 247.6 70.0 64.6 22.9 583.1 
ae ee 179-9 284.7 77.9 85.9 29.4 657.1 
me ee 190.1 289.6 82.2 IOI .4 28.4 691.9 
rere 194.8 304.2 79.2 89.0 29.3 696.7 
DEPosITs 

T8S4-S§.. 2. cece 29.9 117.4 11.6 19.7 11.6 190.4 
ee rr 31.5 127.4 12.9 26.3 14.4 212.7 
ae » Soe 34-5 139.8 15.1 26.5 14.2 230.3 
TE57—SB.. wee ee eee 28.1 113.8 13.1 22.3 8.3 185.9 
BI 06 cevicescs 41.8 150.6 18.1 38.5 10.3 259.5 
PE ces ier spaces 41.3 145.8 18.2 37-9 10.4 253.8 




















*The quantities in this table are expressed in terms of millions of dollars, five ciphers being omitted 


demand liabilities; (2) the other two-thirds of the demand liabilities were to be 
provided for in the form of “liquid” or “quick” assets—namely, commercial paper 
having not more than ninety days to run; (3) all commercial paper had to be 
paid at maturity. If an extension of term was asked for, the account of the 
party had to be closed, and his name sent to other banks as a delinquent; 
(4) all banks were to be examined regularly by a board of state officers. See 
Horace White, Money and Banking, pp. 366, 367. 


% Finance Report, 1876, pp. 201, 202. 
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As has been said, the panic was aggravated by the suspension 
of normal trade relations between the East and the West.’® To 
understand this clearly it will be necessary to describe, briefly, the 
extent of the development of the West, and its economic relations 
with the East. 

The interests of the West were mainly agricultural. It 
furnished the East with breadstuffs, and materials for manufac- 
ture, and received in return farm implements, clothing, shoes, 
and other finished products. Likewise it exchanged wheat, 
flour, cheese, and other foodstuffs for the tobacco and rice of 
the South. Its export trade to Europe was carried on chiefly 
through commission merchants in New York. This export trade, 
though large, was insignificant in comparison with its trade with 
the East and South. For example, the single state of Illinois 
produced 23,837,023 bushels of wheat in 1860; but the whole 
amount of wheat, including that reduced to flour, exported 
from the United States in the same year was only 17,213,133 
bushels.?7 

The people of the West were active, intelligent, and indus- 
trially progressive. They were eager to adopt the newest agri- 
cultural machinery, and had no inhibiting prejudices such as 
obtained in other sections, to overcome. Through their industry 
farm lands increased greatly in value during the decade,’® and 
evidence of their wealth may be seen in the great crops of grain 
harvested. The increase in the production of wheat, then as 


* By the “West” is meant the following states: Illinois, Indiana, Iowa, Kan- 
sas, Michigan, Minnesota, Ohio, Wisconsin, and Nebraska. 


" Fighth Census (1860), “Agriculture,” p. cxliv. 


“The Eighth Census, “Agriculture,” Introduction, p. vii, gives the following 
data on the land of the West in 1860: 


VALUE OF LAND IN THE WESTERN STATES, 1860 








Improved 


Uuimproved 


Cash Value 








$12,625,304 
13,096,374 
8,242,153 
3,746,167 
3,792,792 
3,476,206 
556,250 





$7,846,747 
7,815,525 
8,146,100 
4,147,420 
6,277,11 
3,554,53 
2,155,718 





$678,132,001 
408,944,033 
356,712,175 
131,117,164 
119,809,547 
160,836,495 
27,505,922 
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now one of the great crops of the West, had been phenomenal.’® 
Already too, the western plains were bringing forth immense 
crops of corn—since become the most valuable agricultural 
product of the United States.*® Oats also was an important 
western crop.” 

Among other important subsidiary agricultural interests may 


*% The following table shows the amount of wheat grown in the West in 
the two years 1850 and 1860, Eighth Census, “Agriculture,” Introduction, pp. 
xix, xx: 


WHEAT CROP IN WESTERN STATES, 1850 AND 1860 (BUSHELS) 








1850 


1860 








9,414,57 

6,214,45 
4,286,131 
14-487,351 
I 


1,530,5 
4,925,889 
1,401 





23,837,023 





* The following table shows the amount 
1850 and 1860, Eighth Census, “Agriculture,” Introduction, pp. xlix, 1: 


of corn grown in the two years 


CORN CROP IN WESTERN STATES, 1850 AND 1860 (BUSHELS) 








1850 


1860 








57,646,984 
59,078,605 
52,964,363 
8,556,799 
5,641,420 
1,988,979 





115,174,777 
735543,190 
71,588,919 
42,410,686 
12,444,676 

7,517,300 
6,150,727 
2,941,052 
1,482,080 





™ The following are the figures for oats, Eighth Census, “Agriculture,” Intro- 


duction, p. xlv: 


OAT CROP IN WESTERN STATES, 1850 AND 1860 (BUSHELS) 








1850 


1860 








13,472,742 
10,087,241 
3,414,672 
1,524,345 
5,655,014 





15,400,234 
15,220,029 
11,059,260 
5,887,645 
5,317,381 
4,036,980 
2,176,002 
74,502 
88,325 
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be mentioned the making of butter and cheese.” These dairy 
products brought millions of dollars into the pocket of the farm- 
ing population. The development of the live-stock industry 
already foreshadowed the importance it was to assume in our 
own time.” 

Towns and cities had sprung up on all sides. The growth of 
Chicago is typical of the advance of the West. In 1838 the 
number of bushels of wheat sold on the Chicago market was 38; 
and in 1860 it had grown to 16,054,379.24 This city had thus 
become the greatest exporting wheat market in the world.” 

To carry their produce to market the people of the West for 
many years were compelled to use the Mississippi. But with the 


era of railroad building, which began in 1849, more direct com- 


™The following data are taken from the Eighth Census, “Agriculture,” p. 
lxxxiii : 


PRODUCTION OF BUTTER AND CHEESE IN THE UNITED STATES, 1850 AND 1860 
(POUNDS) 











1850 


1860 


1850 


1860 








34,449,379 
12,526,543 
7,065,878 
3,633,75° 
2,171,188 





48,543,162 
28,052,551 
15,503,482 
13,611,328 
11,953,066 
2,957,673 
1,003,497 





20,810,542 
1,278,225 
1,011,402 





21,618,893 
1,848,557 
1,641,807 
1,104,300 

918,635 
190,314 
29,045 





The following are the figures for the live-stock industry, Eighth Census, 
“Agriculture,” p. cxxvii: 


VALUE OF LIVE STOCK IN WESTERN STATES IN 18s0 AND 1860 








1850 


1860 





$44,121,741 
en pn 
22,475,555 
8,008,734 
3,680,275 
4,807,385 
92,850 
none 

none 





$80,384,810 
72,501,225 
41,855,539 
23,714,771 
22,476,203 
17,807,375 
3,642,842 
3,332,450 
1,228,771 








% Ibid., p xiii. 
* Ibid. 
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munications were established with the East. In the decade 
1850-60, 9,119 miles were built in six western states.” 


Having made this preliminary survey of the economic de- 
velopment of the South and West during the years immediately 
preceding and including the panic year of 1860, it is desirable 
briefly to indicate the course of trade during that period. The 
foreign trade is especially significant, and is summarized in the 
following table.27_ As the fiscal year ended in June, the figures 
for 1858 include returns for the latter half of the abnormal year 
of 1857. 

TABLE V 
FOREIGN TRADE OF THE UNITED STATES, 1857-61 








Exports Imports Excess of Imports 





$293,823,760 | $348,128,342 $54,304,582 
272,011,274 263,338,054 
292,902,051 33153339341 38,431,290 
3332579,057 353,016,119 20,040,062 
219,553,833 289,310,542 69,756,709 

















It will be seen from the table that imports of merchandise 
for the fiscal year 1858 fell off $85,000,000. Add to this sum 
$6,000,000, the value of imports which were re-exported, and 
the imports for consumption fall $91,000,000 below the figures 
for 1857. Europe also had suffered in the panic of 1857; and 
during the succeeding year her purchases of American goods fell 
off by $21,000,000.78 There was, however, an increase of sales in 
1859, the value of exports being almost identical with that for 
the fiscal year 1857. Imports in 1859 fell short of the high mark 


*% The following table shows the immense development during the decade, 
Eighth Census, “Agriculture,” p. cxlvii: 


MILES OF RAILROAD IN WESTERN STATES, 1850 AND 1860 








1850 1860 





575 2,909 
110 2,867 
228 2,125 

20 922 
342 799 
eee 679 679 














™ Statistical Abstract of the United States (1878), p. 28. % Tbid., p. 28. 
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reached in 1857 by only $17,000,000. Business continued during 
1859, to expand by leaps and bounds, and never in the history 
of the country had the outlook been more encouraging than in 
the first few months of the disastrous year 1860. During the 
fiscal year which ended June 30, 1860, foreign trade reached 
the highest mark yet attained, exports standing at $333,000,000 
and the imports at $353,000,000.” 


It is of great importance to understand the condition of the 
New York City banks during the years 1857-1860. Since the 
panic of 1857 they had been accustomed to keep on hand an 
amount of specie equal to about one-fifth of their cash liabili- 
ties.2°° This average amount of specie was $20,000,000; but 
at one time—August, 1858—the specie reserves stood at $35,- 
000,000. It will be seen by glancing at the accompanying chart 
that the banks began to expand their loans at the beginning of 
the year 1858.*! The loans stood at $98,000.000 in January of 
that year, and mounted steadily to $127,000,000 in November. 
This indicated an increasing confidence in the permanency of the 
revival in business. 

The banks continued to expand their loans in the following 
year until the month of June, when there was a decided con- 
traction. The country was buying heavily from Europe, and 
there were many accounts to settle abroad. In addition, war 
had broken out between France and Sardinia on the one hand 
and Austria on the other. At the outbreak of hostilities many 
European houses failed, especially in Germany, Austria, and 
Italy.** It became difficult to sell exchange on these countries, 
as brokers were not certain that the drafts offered for sale had 
not been drawn on houses that were now in liquidation. 

Thus were conditions prepared for the crisis of 1860. In 
Part II of this paper the rapid developments of the following 
months will be followed in detail. 

WILLIAM WALKER SWANSON 

THE UNIVERSITY oF CHICAGO 

* Ibid., p. 28. ® See the data in table vii. ™ See chart. 

3 Hunt’s Merchants’ Magazine, Vol. XLI, p. 76. 








BUSINESS AND PROFESSIONAL TAXES AS SOURCES 
OF LOCAL REVENUE? 


In 1902 upward of 82 per cent. of the tax revenues of our 
state and local governments were drawn from the general-prop- 
erty tax. And 7.24 per cent. were drawn from special-property 
and business taxes, a part of which are closely related to the 
general-property tax. 

This situation is not satisfactory. In the first place, the rates 
imposed have increased until they have become burdensome. 
This is due largely to the concentration of population in cities, 
giving rise to rapidly increasing expenditures resting upon taxa- 
tion. In many of our cities, the combined rates for state, county, 
and municipal purposes would exceed 1% per cent. on a full 
valuation of the property assessed. 

In the second place, partly as a result of these high rates, the , 
general-property tax has broken down in its administration. 
Evasion and under-valuation are very generally practiced where 
possible. Many have, therefore, concluded that it is better to 
change the law and to get at taxable ability otherwise than 
through the most inclusive property tax. There is a demand 
that at least certain forms of personal property be relieved from 
ad valorem taxation. 

In the third place, there is at the same time, a demand that 
direct taxation shall be extended. Property holdings now taxed 
are not sufficiently indicative of ability to contribute to the sup- 
port of government. There are many professions and trades 
yielding large returns to those who follow them, scarcely touched 
by property taxes. In some lines of business little tangible 
property is used, while where there is considerable property used, 
it must be admitted that as between different kinds of business 
there is no relation between the amount of such property and 
the amount of profit reaped. Hence to reach all ability directly 


*Read at the National Conference on State and Local Taxation, held at 
Columbus, Ohio, November 12-15, 1907, under the auspices of the National Tax 
Association, 


76 
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and equitably it is necessary to employ more than mere property 
taxes uniformly levied. 

Of the measures to equalize taxation and to keep down the 
general-property tax rates the income tax is most frequently 
urged. Such a tax has been widely employed in this country as 
a source of state revenue and not infrequently of local revenue 
as well. What has our experience with income taxation been? 

We have used both “faculty taxes” and “income taxes” in the 
narrower sense of the term. 

“Faculty taxes” were employed at some time or other in all 
save two—Georgia and North Carolina—of the thirteen states 
in existence at the time of the formation of the Constitution and, 
for a time, in the Northwest Territory. These were supplemen- 
tary to taxes on property and polls—where the latter were levied. 
The incomes of professional men, of skilled mechanics, occasion- 
ally of less skilled workmen, sometimes those from the dealing 
trades, and occasionally those from toll-bridges, ferries, and the 
like, were listed and taxed along with property. Property was, 
as a rule, assessed according to its annual value, or else listed 
and taxed at rates, specified in the law, based upon that value. 
To reach income from various sources directly seems to have 
been the working ideal. 

But because of poor administration and the narrow applica- 
tion of the law, “faculty” counted for little in the returns. In 
most instances it was dropped from the taxable list before the 
close of the eighteenth century, and in the other states, save 
Massachusetts, it disappeared with the adoption of the general 
property tax in its modern form. 

Though there is a question as to what constitutes an “income 
tax,”’ if we follow Professor Kinsman’s account,’ income taxes, 
properly speaking, have been employed in sixteen of the common- 
wealths. They are still employed in four states—Massachusetts, 
Virginia, North Carolina, and South Carolina. 

The sixteen embrace Massachusetts, Pennsylvania, Delaware, 
and all of the southern states save Arkansas and Mississippi. 


? Kinsman, The Income Tax in the Commonwealths of the United States. 
Publications of American Economic Association; third series, Vol. IV. 
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The income tax has also been employed as a source of local 
revenue as in Louisiana and Georgia. 

In Massachusetts the income tax developed from the faculty 
tax already mentioned. In six states it was adopted during the 
1840’s when the treasuries were in straitened circumstances be- 
cause of unremunerative improvement and banking enterprises 
undertaken. In five more it had its origin in the Civil War. In 
at least two of the other four states the income taxes were intro- 
duced under somewhat similar circumstances. It was necessary 
to find new sources of revenue in order to keep the general- 
property tax rates within due limits. 

But while largely the invention of necessity, these taxes have 
usually been supplementary to the property taxes used. In Vir- 
ginia, North Carolina, Alabama, and South Carolina alone have 
they for any considerable period, been sufficiently inclusive to be 
called general income taxes, and in North Carolina since 1868 
incomes from property taxed have not been assessable under the 
income tax law. Like the “faculty taxes” they have generally 
been devised to reach special sources of income not otherwise 
reached. 

From the point of view of revenue produced the income taxes 
have been of little importance and, where retained, have become 
almost a farce. This small yield is partly explained by the 
special character of the taxes imposed. It is partly explained 
by careless administration or failure to enforce the law. And 
this failure to enforce the law has been due, to an extent, to the 
fact that the taxes have frequently been regarded as class taxes, 
but more to the fact that their administration has been incidental 
to the work of local officials, while the revenue was to be paid 
over to the state treasuries. And, finally, where an honest effort 
has been made to enforce the law the opportunities for evasion 
have proven too difficult to overcome. 

The state income taxes have been little better than failures 
in practice, and slight improvement can be expected so long as 
we rely upon the personal declarations of taxpayers in making 
assessments. Our experience with federal and state income taxes 
lends no hope that under ordinary circumstances can an income 
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tax be made satisfactory except by getting at the greater part of 
incomes before they come into the hands of the individuals who 
bear the tax burden. But unfortunately, in state and local income 
assessment, especially if the taxes are supplementary to property 
and corporation taxes, this cannot be done to any great extent. 

But is there not an alternative? Can we not make use of 
business and occupation taxes so levied as to reach income with a 
fair degree of justice and thus supplement property taxes so as 
to prevent these from becoming unduly burdensome, so as to 
make it more feasible to give up the taxation of property where 
it proves difficult, and so as to reach directly ability not directly 
and adequately reached by such property taxes as can be em- 
ployed with a fair degree of success? We have had an extensive 
experience with such taxes, usually denominated “business 
license,” “privilege,” or “occupation taxes.” What has this ex- 
perience been and what does it teach? 

The history of these business taxes cannot be given here. 
Suffice it to say that in several instances those levied primarily 
for revenue have long been used. In the majority of instances, 
extensive systems of business and professional license taxes for 
revenue as opposed to regulative purposes, were introduced, like 
the income taxes, when the treasuries were depleted during the 
1840’s, 1850’s, and the Civil War period. Frequently they and 
the income taxes were complementary. Extensive use by cities 
usually accompanied or preceded such use by the states. 

Once introduced they have usually been retained. In Cali- 
fornia, it is true, they were abolished for state purposes some 
thirty-five years ago, and have since been systematically employed 
by only a part of the cities. In Texas in so far as they rested 
on “useful occupations,” they were abolished by the last general 
assembly (1907) and are no longer to be employed by the state, 
county, and municipal authorities. In a few instances the sys- 
tems have been materially contracted. But in most of the south- 
ern states—where they are chiefly employed—if due allowance 
is made for readjustments after the close of the Civil War, 
they have not only held their own but have been imposed upon 
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additional occupations and at generally increasing rates, for 
both state and local purposes. 

At present nearly all of the commonwealths levy license taxes 
on dealers in liquors, peddlers, and traveling vendors, and vari- 
ous kinds of amusements, primarily for the purpose of regula- 
tion or suppression. Those imposed upon the liquor traffic are 
usually very productive. Again, in most of the states taxes are 
levied on the business of insurance companies and in not a few 
instances the taxes on railroads, express, telegraph, telephone, 
and car companies take the form of a levy upon their gross 
earnings, either in lieu of or in addition to taxes on their prop- 
erty. But with these we shall not deal. The discussion will be 
limited to those taxes falling upon many occupations and trades 
and levied primarily for the purpose of revenue. Such are now 
rather extensively employed in about one-third of the states, the 
object being to keep the general-property tax rates down, to 
replace or to supplement property taxes, and to reach income 
not reached through such property taxes as are employed. 

These taxes are more or less systematically employed for 
state purposes in Pennsylvania, Delaware, West Virginia, in all 
of the southern states save South Carolina, Missouri, Arkansas, 
and Texas, and also in New Mexico, Idaho, and Montana. In 
practically all of these states and in several others similar taxes 
are employed—and frequently much more extensively—for 
municipal purposes. In some cases (as in North Carolina, 
Florida, Alabama, and Louisiana) the county governments are 
permitted to use—with minor exceptions—the business taxes 
employed by the state, but in other cases (as in Virginia, Georgia, 
and Kentucky) they may not be so employed, the county govern- 
ments being practically limited to the general-property tax. 

The legislation bearing upon these taxes comprises a great 
mass of details not capable of accurate generalization. There 
is little which may be regarded as typical. At the one extreme 
we find a few occupations and trades taxed for revenue purposes ; 
at the other, practically all trades and businesses carried on in 
cities. In Louisiana we find the most inclusive system for state 





BUSINESS AND PROFESSIONAL TAXES 81 


purposes. There the constitution of 1898 (Article 229) author- 
izes the general assembly to levy license taxes upon 


all persons, associations of persons and corporations pursuing any trade, 
profession and calling, except clerks, laborers, clergymen, school teachers, 
those engaged in mechanical, agricultural, horticultural, and mining pursuits, 
and manufacturers other than those of distilled, alcoholic, or malt liquors, 
tobacco, cigars, and cotton-seed oil. 


The state makes full use of the power thus given and author- 
izes the municipalities and parishes to levy upon the same sub- 
jects, provided that with the exception of the liquor licenses, the 
state rates shall not be exceeded. In many of the cities in other 
states systems still more inclusive are found. Wilmington, North 
Carolina, for example, some years ago levied license taxes upon 
one hundred and twenty-four classes of business. The license- 
tax ordinance now in effect in Atlanta contains 466 items, thus 
permitting few persons other than manual laborers to follow their 
callings untaxed. 

The exemption of most branches of manufactures from 
license taxation is, however, very general in the South, and 
where this exemption does not obtain the business tax is almost 
nominal and is added to a property tax. 

The mercantile trades,-on the other hand, are very generally 
taxed—not only those with little stock in trade but also those 
with regular stocks of goods and fixed places of business. In 
a few instances, as in Pennsylvania and Virginia the license taxes 
are in lieu of taxes on the stocks of goods carried, but this sub- 
stitution is rather exceptional. More frequently they are a 
second contribution exacted, being imposed because of fiscal 
necessity or because of the feeling that such property would 
otherwise not bear a fair share of the tax burden. 

The professions are very generally, though by no means uni- 
versally, taxed as a part of the license-tax systems employed. 

The revenue from the business-tax systems now employed 
varies greatly of course with the number of subjects embraced. 

In Louisiana licenses other than for the liquor traffic in 1902 
produced 12.49 per cent., in Virginia 13.03 per cent., as much 
revenue as the property taxes levied for state and local purposes. 
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The corresponding percentages for several of the more important 
southern cities, for the year 1905,’ are as follows: New Orleans, 
6.8; Richmond, 8.0; Norfolk, 25.7; Nashville, 14.7; Atlanta, 
15.5; Augusta, 19.7; Savannah, 20.4; Mobile, 34.7; Birmingham, 
47.2; Charleston, South Carolina, 20.0. 

Turning from fiscal results let us briefly note some of the 
shortcomings of the system as found especially in the southern 
states. 

In the first place, there has been much complaint of evasion. 
In spite of the license required, that practiced by the members 
of the liberal professions has been very flagrant. Again it is 
a rather common occurrence, especially in trade, to make one 
license serve where two or more are required for the businesses 
combined. But evasion of this kind is not inherent in the busi- 
ness-license tax system; it is due to inefficient administration. If 
the taxes were heavy enough to make collection worth the while, 
inspectors might be appointed, as they have been for some years 
in Atlanta, and the law fairly well enforced. However, most of 
the evasion has taken another form to be indicated a little later 
in the discussion. 

Again, the complaint is frequently met with that these taxes 
are inconvenient and that they repress and fetter industry. That 
they are inconvenient, especially in the small trades where fre- 
quent changes are made requiring repayment or transfer of the 
license, is true. That they do repress industry must be admitted, 
but that is characteristic of most taxes. If the system were 
arranged so as to be just and stable, the business-license system 
would not be particularly objectionable on this score. Of vastly 
more importance is the fact that the system involves special legis- 
lation, is necessarily arbitrary, is made reasonably just only with 
difficulty, and has everywhere been subject to almost constant 
change with consequent uncertainty and loss of efficiency in ad- 
ministration. 

The license-tax systems as they exist in the southern states 
and cities are the result of almost constant tinkering on the part 


® Based upon Statistics of Cities Having a Population of Over 30,000 (1905), 
Bureau of the Census, Washington, 1907. 
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of the legislative bodies. There and elsewhere the frequency of 
amendment is the thing most striking to the investigator. This 
fact is due to the many problems which have arisen in connec- 
tion with such taxation. 

Where the system has not been very inclusive, struggles have 
been frequent over what things should be embraced within it. In 
nearly all of the southern states and cities there has been a fairly 
constant struggle between the owners of real estate and those 
interested in licensed business over the relative amounts of their 
contributions. The problem of what is a fair division of the 
burden between property and business has not been and perhaps 
cannot be satisfactorily and definitely settled. 

Again, there has been much legislation designed to make 
rates fair as between taxable trades, with incidental struggles 
and shifting of burdens. To illustrate: in Louisiana, since 1880, 
those who follow most trades have been divided into classes based 
on gross receipts or sales and charged with specific sums accord- 
ing to class. The approximate percentage of receipts taken dur- 
ing this period has remained fixed for retail merchants alone. In 
1882 the rates on wholesale merchants were doubled. In 1880 
manufacturers (in so far as they were taxed in this manner) 
were taxed at about ,, of 1 per cent. of their gross receipts; 
in 1902 those not specifically provided for, at gy of 1 per cent. 
But the rate on the receipts of refiners of sugar has been changed 
to % of 1 per cent.; on saw-mill operators, distillers, brewers, 
and certain other manufacturers to 4% of 1 per cent. In 1880 
professional men were taxed at about % of 1 per cent. of their 
gross incomes; in 1902, at from ,8, of 1 to I per cent., the taxes 
being generally regressive. Thus had the burden been redis- 
tributed among these classes. Elsewhere changes of the same 
kind have been of frequent occurrence. 

Another problem more difficult, and not as yet solved by our 
states and cities, relates to the graduation of rates so as to be 
fair among those following a given trade or profession. In the 
southern states, except Louisiana, most of the taxes are uniform 
upon all the members of the given trade. But where there is 
much difference in the amount of business done the uniform 
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impositions become very unfair and, if large enough to yield a 
revenue worth the while, become a distinct evil. 

This was the situation in Louisiana prior to 1880 when the 
essentials of the present methods of graduation were introduced. 
Under the tax law of 1879, the state in order to get an adequate 
revenue imposed very heavy license taxes and almost all without 
graduation. To these, local impositions, frequently much heavier, 
were added. The burden fell upon those whose net earnings 
were least and the injustice of the system gave rise to a struggle 
in the constitutional convention of 1879 to eliminate all privilege 
taxes save those required for regulative purposes. However, the 
use of purely revenue privilege taxes was retained, the provisos 
being made that the local governments should not impose amounts 
in excess of the state rate upon any subject save the liquor 
traffic, and that all such taxes, whether used for state or for local 
purposes, should be graduated. 

Since the adoption of the constitution of 1879, hotels, board- 
ing-houses, and lodging-houses have been taxed roughly accord- 
ing to the number of rentable rooms. This is a definite and not 
particularly unjust graduation of the payments required. Theater 
buildings and the like have been taxed according to seating 
capacity—an equally satisfactory arrangement. Such branches 
of manufactures as were formerly licensed in New Orleans were 
taxed according to the number of employees, and this principle 
of graduation has been applied elsewhere. It is definite, easily 
applied, and comparatively fair. But some other method must 
be found for graduating the exactions made of professional men, 
wholesale and retail dealers, and of financial institutions. In 
those cases great difficulty has been met with in finding a principle 
of graduation which can be applied easily and successfully, and 
which is at the same time equitable. 

In Louisiana the graduation in the vast majority of trades 
and the professions has been on the basis of gross earnings, and 
this, or the related one of purchases, has usually been applied 
elsewhere to the mercantile trades when uniform taxes were 
departed from. It has, of course, been frequently applied to cor- 
porations and with great administrative success. But because of 
the absence of safeguards, in the taxation of merchants and 
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other trades, it has been accompanied invariably by a vast amount 
of evasion and dishonesty. In Texas merchants generally rated 
themselves in the lowest of the eleven classes; in Pennsylvania 
and Virginia, where merchants’ stocks are exempted from taxa- 
tion, there has been much dereliction of duty on the part of the 
officials charged with the enforcement of the law or else much 
perjury practiced by the merchants. And in Louisiana the same 
evil is widespread. A few years ago of the 1,603 saloons licensed 
in New Orleans, there were only 19 which reported gross 
receipts in excess of $5,000 per year, and many of those report- 
ing less than $5,000 were known to spend more than that amount 
for wages and rent. In other lines of business there is less dis- 
honesty and perjury, but much is admitted to exist. In spite of 
the fact that the authorities may question returns made and have 
books and accounts and other evidence produced in the courts, 
and in spite of heavy penalties for false returns, the system is 
rotten throughout. Unless there is to be much publicity and 
inspection of books and accounts—and these are objectionable 
and not very effective—the business tax thus graded is little 
better than the self-assessed income tax. It were better to tax 
professional men uniformly. In the taxation of merchants it is 
doubtful if it is any improvement over taxation of their stocks. 

But is there no basis for graduation which will prove more 
acceptable? Is there no basis which will be perfectly definite, 
easily measured, will render evasion difficult or impossible, and 
which will at the same time be reasonably just? 

There is. In 1904 the legislative body of the Province of 
Ontario in an Act Respecting Municipal Taxation adopted the 
assessed value of the real estate occupied in business and in the 
professions as the basis for their “business assessment” and taxa- 
tion. (See Statutes of Ontario, 1904, chap. xxiii, sec. 10; ibid., 
1906, chap. xxxvi.) Under this law almost every trade, business, 
and profession conducted in a municipality is made taxable for 
municipal purposes on some percentage of the value of real 
estate occupied at the rate imposed on taxable real estate and 
incomes. The percentages of the assessed values of real estate 
occupied taken for the “business assessment” vary from 25 in 
several trades to 150 in the case of distillers. 
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Only incomes from sources other than property and businesses 
taxed are taxable under the income tax law. Personal property 
is exempt. 

The base for the imposition of the tax is definite and its 
amount is easily ascertained. No inquisitorial methods need 
be employed; there is little opportunity for evasion and dis- 
honesty. It may be applied to all professions, trades, and busi- 
ness with a definite location. If it is applied, one assessment will 
suffice in most cases for real estate and business taxes, thus simpli- 
fying and reducing the expense of administration. 

But is it fair as between those engaged in a given business or 
profession—say retail trade? It must be admitted that the value 
of real estate occupied is not an accurate index of net receipts 
from the business done. It is not so accurate as gross earnings, 
if these can be ascertained accurately. But in practice in such a 
country as ours, with our habits of tax evasion and our dislike 
for inquisitorial methods, it is far preferable to taxation accord- 
ing to gross earnings except in the case of public-service corpora- 
tions. The Ontario system promises to be vastly superior to any 
system of business-license taxes we have had in the United States. 
It is not ideal by any means. It is not equitable as between tax- 
payers of a given trade. Necessarily it involves special legisla- 
tion, and the selection of percentages for the several trades is, 
and must be, more or less arbitrary. But it is not grossly unfair 
and any system of taxation must be more or less arbitrary. More- 
over, it eliminates most opportunities for evasion and dishonesty 
and at the same time is simple and inexpensive in administration. 

The business-license tax systems in the southern states are 
firmly established. Though many would advocate their abo- 
lition and heavier taxation of property or the substitution of an 
income tax (for state purposes), it is noteworthy that not one of 
the half dozen special tax commissions in the commonwealths 
employing those taxes has recommended such action. These tax 
commissions have recommended their retention and have found 
support in public opinion, in spite of their arbitrariness, constant 
change, injustice, and evasion, because of the relief they have 
afforded through the lower property tax rates, and because they 
are believed to reach ability not adequately reached in other ways. 
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Were some such system as that of Ontario substituted for those 
now employed, it is altogether probable that business taxation 
would find greater favor than it has in the past. 

One point remains to be discussed, viz., the incidence of busi- 
ness and professional taxes. 

It is generally assumed by tax commissions and public officials 
that these taxes are shifted by the taxpayer to the consumer of 
his product or services. But that this is not always true is cer- 
tain. The taxes on the professions are usually so small that they 
do not affect the customary charges for services performed and 
therefore are not shifted. The same thing is true of many other 
subjects in the business-tax list. When imposed upon manufac- 
turers, the incidence is in doubt. The shifting will depend among 
other things on the generality of the tax with reference to the 
market supplied, its amount, the prospect of its continuance, and 
the form it takes. Taxes imposed on wholesale and retail dealers 
will ordinarily be shifted to the consumers, though this may not 
take place to the full extent of the sums imposed. 

Or, to put the matter in a different way, the incidence of 
these taxes is uncertain. This uncertainty is one objectionable 
feature of the system. Taxes seemingly equal may impose upon 
taxpayers very different burdens. Hence if the system is em- 
ployed, the rates imposed must be fixed with reference to the 
possibilities of the burdens being shifted in varying degree. 

These are the more important considerations connected with 
business and professional taxes. They may be used as a substi- 
tute for taxes upon certain forms of personal property which do 
not work well in practice; they may be used as a substitute for 
the income tax which is impracticable as a source of state and 
local revenue, as a means of reaching income not directly reached 
through property taxes; they may be used to keep down the 
property-tax rates. Nevertheless, it must be recognized that 
there are difficulties inherent in the system. It is more or less 
arbitrary and unjust, and this injustice may be increased by the 
uncertainties of shifting. If it is to be employed, the levy must _ 
be based upon a tangible fact, and this is found in the Ontario 
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THE SETTLEMENT OF INDUSTRIAL DISPUTES IN 
CANADA 


In considering means of prevention or settlement of trade dis- 
putes, it may be admitted that the state cannot, without adopting 
tyrannical measures, on the one hand compel a body of men to con- 
tinue work under conditions judged by them unfavorable, or on the 
other hand compel an employer to continue operations under circum- 
stances declared by him to be adverse. An attempt to do either of 
these things would be regarded by Americans as an intolerable 
encroachment upon the liberty of the subject. Owing, however, to 
the complexity of modern industrial conditions, and to the intimate 
dependence of one branch of industry upon others, a temporary 
check to the normal course of industrial operations in one line may 
spread its baneful influence far and wide, and it would seem to be a 
duty of the state to save the public from general disaster. Here 
lies the warrant of the state for intervention between employers 
and their employees, when variances tend toward strikes or lockouts, 
and consequent cessation of work. The question then arises as 
to what method of intervention the state should adopt. 

In the solution of this problem, Canada has achieved during 
recent years an encouraging measure of success, and it is the pur- 
pose of the writer in this paper to indicate what methods have been 
there adopted, and the extent to which ends sought have been at- 
tained. Three laws relating to trade disputes have been passed by 
the Dominion Parliament: the Conciliation Act of 1900, which pro- 
vided among other things for the friendly mediation of an officer 
appointed by the minister of labor, upon consent of both parties to 
a dispute; the Railway Labor Disputes Act of 1903, which provided: 
means for compulsory investigation of trade disputes affecting rail- 
ways; and the Industrial Disputes Investigation Act of 1907, which 
provided machinery for the thorough investigation of all trade dis- 
putes of importance, with special provisions to guard against strikes 
or lockouts in mines and industries of public utility. 

The Conciliation Act of 1900, based upon English experience, 
takes advantage of the fact that, when the relations between two 
parties are strained, a reconciliation is often most easily effected 
through the friendly offices of a disinterested outsider, acceptable 
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to both, who is in a position to act as a go-between. So far as it 
goes this method has proved eminently successful, no less than 
forty-six disputes having been brought to a close through the Con- 
ciliation Act during the past seven years—in three cases without 
the cessation of work for a single day. 

While this act thus proved to be fairly effective in hastening 
the termination of trade disputes, it was inadequate as a means 
of preventing strikes or lockouts, owing to the absence of any com- 
pulsory features. The minister was indeed empowered to take 
action in the way of inquiry, without application from either of the 
parties to a dispute, but this clause of the act was never put into 
operation, it being deemed inexpedient for the department to take 
the initiative, when opportunity was afforded for either party to 
make application for its friendly intervention. 

A strike on the Canadian Pacific Railway, which seriously ham- 
pered transportation in the West during the summer months of 
1901, showed the necessity of further legislation for protection of 
the public. Accordingly, in the session of 1902, a bill was introduced 
by the minister of labor, providing for compulsory arbitration of 
trade disputes affecting railways. As this measure involved a prin- 
ciple new to Canada, steps were taken by the Department of Labor 
to ascertain if it would be acceptable. On the discovery that most 
of the labor organizations were opposed to compulsory arbitration, 
and that the general public was doubtful of its expediency, the arbi- 
tration bill was withdrawn, and, in 1903, a new act was passed pro- 
viding for the compulsory investigation of railway labor disputes. 
Instead of requiring employers and employees to abide by the de- 
cision of a judicial body, as in compulsory arbitration, the new law 
required them, on the appointment of a board of arbitrators, to pro- 
duce any necessary documents, and to attend meetings of the board 
as witnesses under oath, when called upon to do so. Provision was 
made for the publication of the report of the Board of Arbitration, 
in order that, whenever necessary, the powerful influence of public 
opinion might be brought to bear on matters in dispute. But before 
the establishment of a board of arbitration, it was provided that 
any dispute which threatened a strike or lockout in the railway 
industry might be referred to a committee of conciliation, media- 
tion, and investigation. Whether owing to the existence of this law 
or from other causes, Canada was remarkably free from railway 
labor disputes during the next four years. In all that time only one 
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application was made under the act, for the appointment of a 
committee of conciliation. This was a case affecting the Grand 
Trunk Railway Company and its telegraphers. 

During 1903, negotiations had been entered into by a committee 
of the Railway Telegraphers’ Union with the company, which led 
to a conference between this committee and the manager and super- 
intendents of the company. Some increases in wages were offered, 
but as no changes in the rules were conceded the men refused to 
accept the terms, and the conference was closed. On April 25, 1904, 
the men made an appeal to the Department of Labor for interven- 
tion under the Labor Disputes Act. Before the appointment of a 
committee of conciliation, however, another conference was arranged 
by the minister of labor, in which an agreement was reached 
on nineteen points out of twenty-two. A conciliation committee was 
then appointed to consider the three points which remained 
unsettled, the telegraphers declaring that a strike would follow if 
such action were not taken. The conciliation committee, failing to 
bring about a settlement, was constituted a board of arbitration on 
the consent of both parties to the dispute, and delivered an award 
on February 20, 1905. While this award, which favored the claims 
of the men on two points, was not accepted by the company, it led 
to a new agreement being drawn up to be in force for two years. 
The act was thus eminently successful in preventing a disastrous 
industrial conflict on the only occasion when it was put into opera- 
tion. 

In 1906, another dispute broke out, which threatened suffering 
and deprivation over a wide extent of territory, and which pointed 
to the necessity of further legislation to avert such calamities. The 
dispute was a strike of coal miners at Lethbridge, Alberta, which 
began on March 9, and continued until December 2. A number of 
communities in Southern Alberta were dependent on these mines for 
a winter supply of coal. When cold weather set in many people 
were unable to obtain sufficient fuel to warm their houses, and great 
suffering was in prospect. The dispute was finally settled through 
the friendly mediation of the Department of Labor and, with 
resumption of active operations in the mines, the condition of 
affairs began steadily to improve. 

As a result of this strike, the Industrial Disputes Investigation 
Act, 1907, was passed at the next session of Parliament. This act, 
while in some respects involving a new departure in the treatment of 
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trade disputes, is in reality a natural development of the policy 
adopted in the Railway Labor Disputes Act, of 1903. The general 
principle embodied in it is that of compulsory investigation, upon 
application of one of the parties, if the dispute affects a mine or a 
public service utility; or upon the joint application of both parties, 
if it affects any other industry. The term “public service utility” 
includes any agency of transportation or communication, such as 
railways of all kinds, steamships, telegraph and telephone lines, gas, 
electric light, water and power works. Upon an application for the 
appointment of a board of conciliation being received, each of the 
parties is notified by the Department of Labor, and requested to 
nominate his respective member of the board. The two members 
so designated choose a third, who acts as chairman. If either party 
fails to make a nomination, or if the two members chosen fail to 
agree upon a chairman, then the minister of labor has the power of 
appointment to this board. No person is allowed to act as a mem- 
ber of a board, if he has any direct pecuniary interest in the issue 
at stake. An application for the establishment of a board must be 
accompanied by a statement setting forth the parties to the dispute, 
the nature and cause of it, an approximate estimate of the number 
of persons affected, or likely to be affected by it, and the efforts 
made by the interested parties to adjust their differences. A statu- 
tory declaration must also be forwarded at the same time to the 
effect that, failing a settlement, a lockout or strike will, according 
to the best knowledge and belief of the applicant, be declared, and 
that the necessary authority to declare such strike or lockout has 
been obtained. Copies of the application, statement, and declara- 
tion must be sent by the applicant at the same time to the other 
party to the dispute. 

As soon as the board is formed, its express duty is to endeavor to 
bring about a settlement of the dispute, and it is supposed, and em- 
powered, to adopt any means which it may deem right and proper 
for inducing the parties to come to a fair and amicable arrangement. 
While the board has full judicial powers in respect to summoning 
and examining witnesses, and in requiring the production of neces- 
sary documents, it must clearly be distinguished from a judicial 
court, as regards its aim. It is the duty of a court to weigh the evi- 
dence presented, and to pronounce judgment upon it, the judgment 
being enforceable by law, whereas it is the duty of a board under 
this act constantly to endeavor to bring the opposing parties to- 
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gether in a friendly agreement, to procure evidence bearing on their 
differences, with the view of a right understanding of them, and 
finally, if no settlement is arrived at, to make recommendations in 
plain language as to what in the board’s opinion ought or ought 
not to be done by the respective parties concerned. These recom- 
mendations are published in the Labour Gazette, and the publicity 
thus given to them enables the force of an informed public opinion to 
be brought to bear on a dispute, should either party prove obdurate 
in holding out against just terms of settlement. In order further 
to remove the judicial aspect from the sittings of the board, it is 
provided that no counsel or solicitor shall be entitled to appear or 
be heard before the board, except with the consent of the parties 
to the dispute. Even with this consent the board may decline to 
allow counsel or solicitors to appear. 

Any strikes or lockouts in the industries particularly named in the 
act are prohibited prior to or pending reference to a board, and 
employers and employees are required to give at least thirty days’ 
notice of an intended change with respect to wages or hours. 

In the first six months of its existence, the act was invoked no 
less than thirteen times, the application being, however, withdrawn 
on two occasions. Only once has a board failed to avert a strike. 
It is true also, that prior to the appointment of a board, in industries 
affecting public utilities, some strikes have taken place in spite of 
the act. Most of these, however, would not have occurred had the 
law been clearly understood, and as a general rule work was 
resumed soon after the men became aware of the unlawfulness of 
their action. On another occasion, the act was indirectly the means 
of bringing a dispute to an end. This was in a strike of copper 
miners in British Columbia, who were prosecuted by their employers 
for going on strike contrary to law. The act had not been invoked 
by either party, and it was contended by the defense that it did not 
apply in this instance, but instead of pronouncing a decision, the 
magistrate before whom the case was brought up, adjourned the case 
in order to give the parties an opportunity of reaching an under- 
standing with each other. Certain facts brought out in the court 
showed that the strikers had acted under a misapprehension, and 
consequently a settlement was reached without much difficulty. 

The disputes which have been settled under the act have involved 
many classes of labor. Among them was a dispute between the 
Machinists’ Union and the Grand Trunk Railway Company, which 
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had begun in the spring of 1905. Another involved the longshore- 
men of the port of Montreal, and menaced, if not settled, not only 
the trade of Montreal, but almost the whole sea-borne commerce 
of the province of Quebec. A threatened strike of locomotive 
engineers, which would have tied up the whole system of the Grand 
Trunk Railway Company, was averted by the formation of a board, 
an agreement being eventually signed to be in force for three years. 
In only one case was a joint application made for a board in an 
industry not affecting mines or public utilities. This was in a dis- 
pute involving two thousand two hundred cotton-mill hands at 
Valleyfield, Quebec, and resulted in an agreement which provided 
for a permanent committee of conciliation. 

The success of a measure of this nature depends largely upon 
the attitude of employers and employees toward it. If it failed to 
meet the approval of either party, its usefulness might be entirely 
destroyed. Fortunately it has almost invariably given general satis- 
faction to both sides. Up to the end of September, five applications 
for conciliation boards had been made by employers and eight by 
employees, while one application was made jointly by a company 
and its workpeople. At the annual convention of the Trades and 
Labor Congress of Canada, held at Winnipeg in September, at which 
nearly thirty-three thousand trade unionists were represented, the 
act received much consideration. The principle of the act was 
indorsed by a vote of eighty-one to nineteen, and by a vote of fifty- 
nine to twenty-two, a resolution was carried, recommending that 
all trades be brought under the act. Whether it will be deemed 
advisable to extend the compulsory principle of this law thus far 
remains to be seen. As regards the industries to which it specifi- 
cally applies, it has already fulfilled the most sanguine hopes of its 
sponsors, and has been the means of promoting a better under- 
standing between capital and labor, of removing many causes of 
friction, and of preventing incalculable loss to the community. 


WILLIAM WILKIE EDGAR 
DEPARTMENT OF LABOR 
Ottawa, Canada 
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THE ALDRICH BILL 


The measure proposed in the Senate to remedy our monetary 
and financial ills furnishes another example of the deadening effect 
of politics, and of a lack of expert knowledge in regard to banking, 
upon Congress. Nothing could better show the utter misunder- 
standing of the events we have just passed through than the scheme 
proposed by the leaders of the Senate. Of course, it will be urged 
that nothing really sane could be passed; but, to this it should be 
replied that the proposal of a really sound measure would have 
educated the public, and in the end would have helped on the 
possibility of a right solution. 

In the first place, the authors of the bill quite fail to comprehend 
that, in the recent crisis, the inability of banks to lend to needy bor- 
rowers was the central difficulty which brought on failures, and 
cessation of business. If loans could have been had, many a con- 
cern would have been able to meet its obligations and continue its 
productive operations. What limited the power of the banks to 
lend? Primarily, the limited capital already at their disposal, which 
had been stretched to its utmost capacity; and directly, the ratio of 
lawful reserves to demand liabilities in the form of deposits. Since 
only about 5 per cent. of a bank’s receipts in New York are in cur- 
rency, the deposits are in the main the result of loans. To loan, 
is to increase the proportion of deposits to reserve. Then, if a 
panic seizes the public, and even the banks of the interior which 
deposit in central cities, the lawful reserves are drawn down; and 
the banks cannot lend to needy borrowers. How, then, can it help 
the banks in such a crisis to be permitted to issue their own notes?. 
This can help only in so far as putting out their own notes, in a 
case of a run on the bank, will save their lawful reserves. It is 
not so much a scarcity of money, when hoarding is going on, 
as it is directly the amount of reserves and their protection, 
which is of primary importance. Consequently, one would suppose 
the Aldrich Bill would have provided notes—as when the Bank 
Act is suspended in England—which could go into bank reserves, 
and thus increase the ability of the bank to lend. No such thing is 
done. On the contrary, the banks are allowed only to increase their 
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own note liability; and more than this, only at a charge of 6 per 
cent., increased by usual costs for bonds, etc., to 7 or 8 per cent. 

Now, wherein does this provision assist the banks in the least 
to hold up the business world by loans? In the crisis, they are 
already estopped from lending because reserves have gone down; 
and, to a merchant begging for loans to save him from failure, 
they say: we can give you a loan, and credit you with a deposit of 
that amount—provided the clearing-house committee will cover 
your checks as they come in with clearing-house certificates based 
on our commercial assets—and the checks will pay your obligations 
at any bank in the city; or, under the Aldrich Bill, if then a law, we 
could give you a loan, and hand you our bank notes for it—pro- 
vided you wait until we take out 133 per cent. of the amount of 
your loan from our lawful reserves, send out and buy some speci- 
fied municipal, county, or state securities, or railway bonds, send 
them to the subtreasury, telegraph for authority to issue notes, get 
them printed in Washington, have them sent back and signed, and 
then charge you about 7 or 8 per cent. for their cost, independently 
of the rate of interest for the loan. What under heavens could 
induce the borrower, or the bank, to choose the latter method? If 
the bank dare take away any of its precious reserves, then, instead 
of buying securities on which only 75 per cent. of their value in notes 
can be issued, why not keep the reserves, and make loans to four 
times the amount proposed to be used in buying bonds? If $100 in- 
vested in bonds will allow an issue of only $75 in notes to cover a 
loan, then $100 left in the reserve would cover loans to the amount 
of $400., It ig evident, at once, that the Aldrich scheme would only 
cripple the bank in time of stress, and oblige the borrower to pay 
enormously for his salvation. 

Moreover, the plan seems to be based on the stupidity of sup- 
posing that a borrower in need cannot pay his debts by a certified 
check, but only by bank notes. If a bank never issued a note under 
the Aldrich Bill, it could help business men to at least five times as 
much in loans by keeping its reserves, lending, creating the usual 
deposit account, and giving the borrower the right to draw on 
demand on that account. To issue more bank notes would not 
increase its reserves; and a bank’s ability to lend is in no way 
touched by the right to increase—not its reserves—but its liabilities. 
The Aldrich Bill is another of the curiosities of our currency 
legislation. 
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There is the possibility of giving a loan by granting to the bor- 
rower a claim on the bank, either in the form of a deposit account, 
on which he can draw checks, or in the form of the bank’s own 
notes. Both are a demand liability; and the discount, or profit to 
the bank, is the same, whichever form is used. Therefore, to tax 
one form 7 or 8 per cent. will work merely to cause the other form 
to be used; or, in other words, the notes of the Aldrich Bill, by its 
own provisions, are made practically non-usable. Hence, in a 
crisis, the bill would be no help whatever; and banks would be 
forced, just as now, to resort to clearing-house certificates. For- 
tunately those certificates are still-left as a means to be resorted to 
in the next crisis. 

In a condition of great stress, moreover, how are the three 
gentlemen in Washington to know whether it is wise to allow a 
Chicago bank to make a loan, and give the borrower its own notes? 
First of all, they ought to pass upon the collateral offered, or upon 
the condition of the borrower’s own business—as is done by a clear- 
ing-house committee, with great effectiveness, when certificates are 
issued. Such a suggestion implies a quality of naiveté in Congress 
which would grace a child of six, but disgrace a man of sixty. 
Either the government should supervise all loans, or else it should 
keep out of the banking business altogether. 

Again, if the right to issue these emergency notes is confined to 
banks already having outstanding notes, secured by United States 
bonds, to an amount of not less than 50 per cent. of their capital 
stock, it should be noted that large banks in New York and else- 
where—which notoriously have not issued any notes to speak of— 
would, for very definite reasons, other than those mentioned above, 
be inhibited from resorting to any issues under the Aldrich Bill. 
In short, a more clumsily devised scheme—or one devised, perhaps, 
how not to do anything—could hardly be conceived of. 

In favor of the bill, it should in fairness be said that it wipes out 
the restriction on the retirement of bank notes fixed by the act of 
March 4, 1907, at $9,000,000 per month. That, at least, is a step 
ahead. Such elasticity as comes from the ability to contract notes, 
when no longer needed, is obtained by the measure; but that which 
comes from expansion is wholly absent. Any issues of notes based 
on bonds are less profitable to a bank at the time when most needed 
by the public, and more profitable at a time when least needed. As 
to this admitted principle the Senate leaders are seemingly indif- 
ferent. 
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Also, so far as the putting-out of bank notes would meet a run 
for cash, the bill is to be commended; but the process of providing 
a currency based on securities practically removes this advantage 
from consideration, because the run would be over, and the bank 
closed, before these emergency notes could be obtained. 


J. Laurence LAUGHLIN 
Tue UNIversITy oF CHICAGO 


RELATION OF PACKERS’ CREDIT TO PANIC AND 
PRICES 


The unprecedented decline in the price of hogs, a drop of $2.70 
per hundred in six weeks, is one of the incidental results of the 
recent panic. This phase has received slight attention in the public 
press or the financial journals. The live-stock journals discuss 
and explain the situation occasionally but the daily newspapers 
do no more than chronicle the facts in their market reports. The 
front pages and editorial columns are filled with comments on the 
stock market and banking situation as it changes from day to day. 
A few people, mostly stock gamblers and speculators, are vitally 
interested in the ups and downs of the stock exchange, but their 
number is insignificant compared with the number of producers 
who have hogs, cattle, and sheep to sell. The sums involved in 
the stock exchange, however, make the two millions of dollars daily 
paid out to farmers for live stock at the packing centers look insig- 
nificant. Nevertheless, it is a very serious matter for the individual 
farmer or hog shipper to find hogs fifty cents or a dollar a hundred 
lower when he gets them to market than they were two or three 
days before when he bought or loaded them. A decline of 20 
or 30 per cent. may as easily ruin the hog dealer as a like decline in 
stocks may ruin the Wall Street dealer. 

In the hog market the decline in the average price of hogs 
between November 17 and November 25 was $1.17 per hundred, 
from $5.13 to $3.96, or over 22 per cent. Between October 11 and 
November 25 the decline was $2.70 per hundred-weight, or more 
than 33 per cent. Indeed, between the extreme high point in 
October and the low point in November the difference was about 
40 per cent. From the extreme low point of $3.96 the price recov- 
ered $1.00 in four market days. This was clearly due to the compe- 
tition of local butchers and purchases for the eastern markets. The 
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local butcher was stimulated to increase his purchases by the wide 
margin between the prices the packers were paying for hogs and 
the high prices the retailers were compelled to pay for pork prod- 
ucts. A decline of $1.50 per hundred in the price of the raw 
material occurred before any reduction in prices was made to the 
retailers. At this time the packers were also more pressing in 
their collections. 

Under normal conditions the packer makes up the statement for 
the retailer Saturday and does not include the Saturday’s purchases. 
They go over to the next week’s bill. During the stringency the 
statements were delayed long enough to get the Saturday’s pur- 
chase on the bill, and any dealer who did not pay his bill before 
Wednesday found his Thursday order sent C. O. D., no matter 
what his financial standing. This seems to leave the retailer blame- 
less for the high prices and the consumer and producer both require 
the packer to explain. The producer wants to know what has 
become of the $2.00 per hundred he was expecting and did not get, 
and the consumer wants to know why he must still pay prosperity 
prices for meat. There seems to be a strong prima-facie case for 
packers’ profits and more charges of trust prices and extortion. 
What can be said for the packer? It was up to him to 
explain to both parties. His explanation was quite simple, but he 
did not state it as clearly and simply as it really was. He is so 
accustomed to attack and condemnation in the sensational journals 
and magazines that he preferred to bear another attack in silence 
rather than risk the injury to his credit which an accu- 
rate and straightforward statement of the actual situation involved. 
He said, in general terms, that the monetary situation made 
it difficult for him to obtain funds with which to buy 
cattle and hogs even at reduced prices. When banks refused to lend 
to anyone the packer could not expect exceptions in his favor. 
With the disturbed condition of the market he could not cash the 
stocks of meat already on hand, so he was forced to keep out of 
the market no matter how attractive the prices. The live-stock 
market is a spot-cash market calling for a payment to the farmers 
of a million dollars a day at Chicago and an equal amount at the 
other packing centers. When a financial disturbance or anything 
else cuts down his sales the packer is soon forced to borrow at the 
banks and, if funds are not obtainable, to curtail operations. Under 
ordinary conditions when prices fall slightly below the normal he 
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is ready to take all the hogs and cattle offered and put them in the 
coolers until conditions improve. Under the conditions existing 
through October and November, 1907, he could not borrow and has 
been forced to confine his operations to the demands of current 
consumption. He has put nothing in his cellars, although normally 
he should begin to fill them about this time and he did begin as soon 
as it was possible to obtain funds. 

Such a general statement is plausible and does not reflect upon 
the packer’s financial standing or the special conditions affecting his 
credit. He can and does go further in explaining the break in the 
price of hogs, and if he can prove his contention he can justify the 
fall in prices of which the farmer complains, although he will still 
have the vastly more numerous consumers to deal with. Briefly, 
the packer claims that the price of hogs has been unduly high for a 
long time. The average price for the years 1904 and 1905 was 
$5.10 and $5.25 respectively, and these prices are quite above the 
normal prices as shown by a ten- or twenty-year average. A $5.00 
price, the packer claims, will show a good return to the hog pro- 
ducer under normal conditions. He argued this way through the 
fall of 1906, and was so firmly convinced that prices would come 
down that he made contracts for pork products on the basis of lower 
hog prices. The heavy consumption of pork, the independent posi- 
tion of the farmer, the competition of outside plants, and other 
conditions kept the price above the $6.00 level right through last 
year’s packing season, involving heavy losses to the big packers on 
their contracts besides the loss due to partly idle plants while they 
were trying to put prices down to what they thought a normal 
level. High prices meant big profits to the farmer and naturally 
stimulated production, so the packers were even more certain this 
year than last that a break in prices was due, and as business men 
they used all their power to bring it about. Thus they explain half 
the decline to the farmer by telling him he must not be enough of 
a hog to want all the profits all the time. 

If we accept $5.00 as a normal price for hogs, that leaves only 
the sudden break to below $4.00 during the last week in November 
to be explained. The real financial situation will possibly explain 
that but the general statement given above needs amplification. 
The sharp decline came after the worst of the financial pressure 
was over and conditions in the loan market were improving. If the 
credit of the packers was not unduly extended they could have 
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obtained funds to begin filling their cellars whenever they thought 
prices were low enough. Either their credit was not good or they 
are justly chargeable with hammering prices unjustly. Abundant 
and persistent rumors indicate that the credit of some of the most 
important packers has been unduly extended. This may have been 
partly due to high prices paid for hogs and cattle last year, partly 
due to extensive improvements required by the federal legislation 
and public agitation. These improvements called for large outlays. 
Aside from special causes, however, it is evident that a company 
doing business that calls for branch houses all over the world and 
expensive transportation facilities in addition to the large plants 
and storage facilities at the packing centers must possess very large 
capital or be very large borrowers. 

If the packers had been able to gather up and invest in their 
business all the profits sensational critics have credited them with 
they could probably finance even their extensive business without 
undue reliance upon the banks. The high interest rates and com- 
mission charges they have been paying all summer, not only to 
Chicago banks, but to the local banks throughout the country, indi- 
cate that the profits in the packing business have not given the 
packers the dominant financial position sometimes assigned to them. 
Indeed current rumor made the financial weakness of one of the 
big packing companies a serious cause of the recent loss of confi- 
dence and the bank stringency. Months ago their need for funds 
exceeded what the big credit institutions of Chicago and New York 
were willing to supply. Their paper, bearing 7 per cent. interest, 
with large brokerage commissions or expenses in addition, was 
persistently thrust upon the country bankers. The general reputa- 
tion and standing of the company made it easier for the country 
banker to accept the plausible arguments of the note broker or city 
banker who offered him 7 per cent. paper bearing the signature of 
this well-known company. Thus large sums in the aggregate that 
should be kept in control of bankers to meet the current business 
needs of their communities have been tied up in a distant business 
enterprise of which they know nothing save its general reputation. 

The fact that the company’s assets are sufficient to pay all liabili- 
ties does not make it possible for the banker to get his funds when 
they are called for. The company that depends upon banks for 
an undue portion of its capital, finds itself not only burdened with 
heavy interest charges but is in danger of a receivership when a 
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flurry comes, and it seriously endangers the banks and the com- 
munity that have really advanced business capital while nomi- 
nally discounting commercial paper. The credit that the packer 
used to obtain his working capital cannot be available to obtain 
funds for temporary use. The banker who found himself com- 
pelled to extend the 7 per cent. note of this powerful company 
naturally received a shock which weakened his confidence. Even if 
his depositors had not yet become alarmed and called for their 
deposits, he thought it would be safer if not so profitable to get his 
funds out of the big institutions which he had some cause to sus- 
pect and keep them where his personal knowledge enabled him to 
look after the safety of the investments more intelligently. When 
deposits with the central banks were called for and not obtained 
then the local banks became really alarmed. Reports of disturb- 
ances, failures, and suspension of payment by the city banks alarmed 
the country depositor and he tested his bank only to find that his 
deposit was not available. The country banker, unable to recall his 
reserve deposits or to secure payment of the packer’s notes he had 
discounted pressed the farmer who had secured loans to buy corn 
for his feeding operations, and thus the cattle and hogs were forced 
upon the market regardless of price just at the time when the 
packer’s abuse of his credit had made it impossible to take advan- 
tage of the low prices. 

At the beginning of the winter the packer is well satisfied to 
get prices as low as possible. The heavy runs of hogs come in the 
winter months, and if they can be bought at low prices less capital 
is required and the chance to make a profit on the product is much 
improved. Quotations since 1900 show November prices have 
averaged about $5.50, December prices about $5.00, while the 
annual average for these years has been $5.75. Besides this natural 
desire to get hog prices as low as possible for the above reason, 
which applies every year, the hard-pressed packer was able to 
derive a special advantage from the panic situation by keeping 
prices to the retailer on the old level for a month while he was buy- 
ing the raw material much cheaper than he had been able to get it 
since 1905. This wide margin of profits with the strict collections 
from the retailer which he insisted upon enabled him to carry on a 
moderate volume of business without assistance from the banks. This 
process was continued long enough and the margin between pur- 
chasing and selling price made wide enough to secure the packer 
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profits sufficient to pay off some of his notes and reduce his line of 
credit.to more manageable dimensions. If the packing combination 
or trust were in working order it would have been quite easy for 
the packers to continue the large profits for a long time. The 
actual situation shows how clearly their power is limited and how 
narrow the margin of advantage which the big packer possesses 
over the smaller packer or the butcher. Until November 25 retail 
prices did not decline. Hogs had declined $1.50 by November 21 
with a gradual increase in the number killed by local butchers and 
more rapid increase in the number shipped to eastern markets. 
With the sharp break in prices the butchers and shippers became 
more aggressive. Men who had been out of the market for months 
began to buy and kill hogs instead of buying their meat from the 
packers. They had cash or credit to pay for $4.00 hogs even if the 
big packers did not, and their competition during the last week in 
November put prices up a dollar a hundred to the farmer. Their 
competition or other cause also reduced prices of fresh meat to 
the retailers, showing rather conclusively that the market is not 
in the control of any trust or combination. 
WILLIAM HILL 
Tue UNIversiIty oF CHICAGO 


AN IMPORTANT LABOR INJUNCTION 


The decision recently handed down by Judge Gould of the 
Supreme Court, District of Columbia, enjoining the American 
Federation of Labor from further boycotting the Buck’s Stove and 
Range Co., of St. Louis, may have considerable influence in deter- 
mining the future trend of the American labor movement. 

For some years the American Federation of Labor has been 
publishing in its official journal, the American Federationist, lists 
of manufacturers supposedly hostile to union labor. Some time 
ago the Buck’s Company brought action in the courts to have the 
federation enjoined from publishing its name in these so-called 
“unfair” and “we don’t patronize” lists on the ground that its busi- 
ness was thus being destroyed by an illegal conspiracy. 

This case was of more than local importance. Mr. Van Cleave, 
president of the Buck’s Co., is likewise president of the National 
Association of Manufacturers. At the last convention of that pow- 
erful association it was voted to expend $500,000 per year during 
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the ensuing three years for “educational purposes.” Just what 
was meant by “educational purposes” is not entirely clear, but there 
can be little doubt that the main part of the association’s educational 
programme was to destroy the closed shop, to combat the sympa- 
thetic strike, to check the use of the union label, and to prevent the 
publication of “unfair” lists by trade-union journals. The suit of 
the Buck’s Company, therefore, was really one of the first important 
moves in a general campaign waged by the National Association of 
Manufacturers against certain principles and practices of American 
trade-unions. If the association did not bear the expense of the 
suit, there can be little doubt that it would have been willing, if 
called upon, to do so. 

The American Federation of Labor seemed to realize that this 
was no ordinary fight, and prepared to resist the attack vigorously 
at every point. At the Norfolk convention of the federation, held 
in November, 1907, a special committee was appointed to report on 
the suit of the Buck’s Stove and Range Co. After due deliberation 
this committee brought in a resolution condemning the suit as an 
attack on the rights of free speech and a free press. The resolu- 
tion authorized the president and the executive council of the 
federation to levy a special assessment of one cent per capita on 
all members of the federation in order to fight the suit to a finish, 
and should the amount thus raised be found insufficient, they were 
authorized to make still further assessments. This resolution was 
adopted unanimously by the convention. 

The decision of Judge Gould closes the first stage of this fight. 
The Buck’s Company is victorious at every point. According to the 
terms of the decision, the American Federation of Labor, its 
members and agents 


are restrained and enjoined until the final decree in said cause from con- 
spiring, agreeing, or combining in any manner to restrain, obstruct, or destroy 
the business of the complainant, .. . . and from printing, issuing, publishing, 
or distributing, through the mails, or in any manner, any copies or copy of 
the American Federationist, or any other printed newspaper, magazine, cir- 
cular, letter, or other document or instrument whatsoever, which shall con- 
tain or in any manner refer to the name of the complainant, its business, or 
its product in the “we don’t patronize,” or the “unfair” list of the defendants. 


While the federation will contest the application of the Buck’s 
Company that the injunction be made permanent, there seems little 
reason to believe that Judge Gould’s decision will be reversed. 
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Boycotts have been declared illegal in every state in the Union, and 
if we are to judge by their attitude in the past, most judges would 
follow Judge Gould in declaring the publication of a firm’s name 
upon “unfair” and “we don’t patronize” lists to be a boycott. 

The manufacturers are already rejoicing over the decision as 


the most signal victory yet achieved in the efforts made to rid this country 
of the vicious and un-American practice directed against American industries 
by organized labor as represented by Gompers and his inner ring. 


Certain it is that the immediate effect of the decision will be to 
take away from the trade-unionists one of their most powerful 
weapons. The Buck’s Company itself gave most eloquent testimony 
to the efficiency of the boycott when it declared that the unions were 
rapidly ruining its business thereby. There is still another reason 
why the manufacturers count this a great victory. As stated above, 
this suit is but one phase of a general campaign which the National 
Association of Manufacturers is waging against certain trade-union 
practices. Its victory in this case will tend to bring other employers 
into the association, and thus to increase its strength for further 
struggles with the American Federation of Labor. 

It may be, however, that ultimately this decision will have far 
different consequences from what the employers anticipate. There 
is a widespread feeling among trade-unionists that they are gradu- 
ally being shorn of their power by the courts. The repeated issu- 
ance of injunctions against picketing and other union activities in 
time of strike, and the invalidation of important labor legislation as 
unconstitutional, have made the unionists feel that the courts, as 
now constituted, are hostile to labor. The wage-workers are com- 
ing to feel more and more that if they are to secure favorable 
legislation and favorable court decisions they must elect men from 
their own ranks to the legislature and the bench. Judge Gould’s 
decision will go far to strengthen that conviction. The unionists 
realize that the case was important, not only as involving the right 
to publish lists of “unfair” employers, but as a general test of 
strength between the Federation of Labor and the Association of 
Manufacturers. Hence they feel the defeat keenly. Already lead- 
ing trade-unionists are comparing this with the famous Taff-Vale 
decision in England, and are predicting similar consequences. The 
Buck’s Company injunction does not, to be sure, strike so close to the 
pocketbook as did the Taff-Vale decision, nor are political condi- 
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tions here exactly the same as in England. Nevertheless, there can 
be no doubt that Judge Gould’s decision will give a marked impetus 
to the growing sentiment among American trade-unionists in favor 
of independent political action. It hardly seems probable that the 
trade-unionists will allow themselves to be beaten back from posi- 
tion to position without using every weapon in their arsenal. The 
one powerful weapon, which, as yet, they have hardly begun to 
utilize, is the ballot. 

Employers’ associations may destroy this or that particular 
manifestation of trade-unionism, but they cannot destroy its spirit. 
The trade-union spirit is an inevitable outcome of the activities 
and environment of the wage-worker under present industrial con- 
ditions, and cannot be destroyed so long as those conditions remain 
unchanged. If one weapon of the trade-unionists is destroyed, 
he is practically certain to find or develop another—perhaps more 
effective—to take its place. 


Joun C. KENNEDY 
Tue UNIVERSITY oF CHICAGO 


WASHINGTON NOTES 


ALpricH BILL 

Fow er BILu 

COMPTROLLER ON BANKING CONDITIONS 
Emp voyers’ LIABILITY 

PHILIPPINE TARIFF 


With the opening of Congress after the holiday recess, the 
real currency discussion of the winter has begun. Senator Aldrich 
introduced on January 7 a bill (S. 3023) “to amend the national 
banking laws.” This bill is the joint product of Senators Hale, Alli- 
son, and Aldrich, and represents the currency ideas which have 
latterly been taking shape in the Senate. Its main thought is that 
of creating an “emergency currency” based on state, municipal, 
and railroad bonds. These bonds are to be deposited with the 
treasurer or any assistant treasurer of the United States, and are 
to form the basis of the emergency issues. Such issues are, how- 
ever, not to amount in the aggregate to more than $250,000,000 
and they are not to be issued by any bank unless it already has 
outstanding bank notes of the present type secured by United 
States bonds and aggregating 50 per cent. of its capital stock, while 
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it is further required to have a surplus of not less than 20 per cent. 
The limit of the notes to be issued to any bank under the new 
conditions is to be fixed by the comptroller of the currency, but in 
no case shall amount to more than the unimpaired capital and sur- 
plus of the bank, while the new notes shall never exceed 75 per 
cent. of the market value of the bonds deposited with the treasurer. 
The bonds whose deposit is thus to be permitted are to be those 
issued by states, counties, and cities under certain conditions, or the 
first mortgage bonds of railroads which have paid dividends of not 
less than 4 per cent. on their capital stock continuously for a period 
of five years preceding the time when they are deposited. The 
Aldrich Act further provides for the levy of a tax of one-half of 1 
per cent. a month upon the emergency notes. Limitations upon the 
rate of withdrawal of bank notes are removed and the banks are 
allowed to take out notes in such denominations as they may desire. 
Furthermore they are to be required to keep two-thirds of their 
lawful reserve in “lawful money” when they are located outside of 
reserve or central reserve cities. 


On the day following the appearance of the Aldrich Bill in the 
Senate there was laid before the House (January 8) a bill largely 
prepared by Representative Charles N. Fowler, of New Jersey (H. 


R. 1267). This bill, although not formally reported by the sub- 
committee which was appointed by Mr. Fowler before the holiday 
recess, represents the views of that committee in substance, so far 
as it was possible to reach an agreement. The Fowler Bill provides 
for the issue of what are called “national bank guaranteed credit 
notes.” These notes are to be issued by national banks to an 
amount determined by a redemption mechanism created in the act. 
This redemption mechanism is provided by organizing the banks in 
different parts of the country into “redemption districts,” each pre- 
sided over by a board of managers representing the banks of the 
district and elected by them. Each district is to be under the over- 
sight of a deputy comptroller of the currency. The new notes are 
to be issued without the requirement of any bond deposit and are 
to supersede the existing national bank notes under a plan provided 
in the act. The banks are to contribute by means of a tax upon 
circulation to the creation of a fund which is to be used to guaran- 
tee the payment of all individual deposits, all bank notes, all bank 
deposits, and all government deposits, without discrimination or 








NOTES 107 


preference in the event of the failure of any bank issuing such notes. 
This fund is also to carry the expenses incurred in conducting 
the bank-note redemption agencies. Temporarily unused por- 
tions of the fund are to be invested in government bonds, prefer- 
ence being given to those now deposited with the Treasury by the 
banks either as security behind notes or behind public funds. It is 
also provided in the act that national banks may under certain 
conditions accept savings accounts and do a trust-company business. 
There are also provisions for strengthening reserves. Means for 
the retirement of the greenbacks now outstanding are to be supplied 
in the event that the guarantee fund created by the banks accumu- 
lates in excess of specified amounts. It is also sought to fix the 
conditions under which national banks pay interest upon private 
deposits and issue time certificates to depositors. 

The political situation in Congress at the beginning of the real 
currency struggle of the winter is of considerable interest. In the 
Senate the Aldrich group is practically in control of the situation 
and, by making moderate concessions to Democratic and other 
opposing interests at the proper moment, will in all probability suc- 
ceed in passing its measure. In the lower house, the situation is 
exceedingly confused. For a long time, there has been a general 
distrust of Chairman Fowler of the Housé Banking and Currency 
Committee. This distrust has seemingly been due to Mr. Fowler’s 
disposition to shape proposed bills along large theoretical lines, 
rather than to confine himself to the narrower but more practicable 
schemes likely to find a favorable hearing. In consequence, prac- 
tically no currency leaders have developed in the lower chamber. 
Speaker Cannon has been opposed to scientific action and the same 
is true of other Republican managers, none of whom have ever 
shown a true appreciation of the principles of bank currency. Tak- 
ing Congress as a whole, there has probably never been a time when 
there was so little real disposition or ability to examine the cur- 
rency question carefully on its merits. This being true, the utmost 
that could be expected would be that some measure of purely tem- 
porary character looking in the right direction, although not likely 
to correct the most serious evils of the existing situation, should be 
enacted. If Chairman Fowler and the House Banking and Cur- 
rency Committee were willing to direct their efforts to this end, 
they could furnish valuable leadership of a practicable kind which 
would probably be able to offset the influences originating in the 
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Senate. Their unwillingness to limit themselves and concentrate 
their influence means in effect that the House is left disorganized 
on the currency question, and this implies that it will be likely to 
accept the measure which is sent to it from the upper chamber. 
Such a situation represents a considerable retrogression from the 
period when the House was instrumental in shaping and securing 
the passage of the currency reform law of March 14, 1900. 


Comptroller Ridgeley’s report of bank conditions on December 
3, 1907, makes a notable showing which conveys many lessons with 
regard to the effects and causes of the panic. The report exhibits 
the bank condition not precisely as it was at the height of the 
difficulty, but as it had developed at the date when the outlook 
began slightly to improve. The report indicates that reserves of 
immense and unprecedented character had accumulated in the vaults 
of interior banks, notwithstanding that these very institutions had 
been calling so loudly for assistance during the period when the 
shortage of cash in the central reserve cities and in the Treasury 
Department was at its worst. Ina good many southern and western 
states the figures show that the banks had heaped up reserves as 
large as 35 or 40 per cent., while there were individual instances of 
much larger accumulations. This meant a corresponding with- 
drawal of cash from circulation and public deprivation of ways and 
means of payment to like amounts. The reserve returns also show 
that the banks of the larger places and particularly of those situated 
on the Atlantic seaboard did their duty by facilitating the process 
of liquidation and in so doing necessarily allowed themselves to be 
considerably depleted by the demands of small correspondent banks 
which were practically panic stricken. The showing made is exceed- 
ingly suggestive of the aid which would have been derived from 
free issues of national bank notes if the latter could have been 
secured without the necessity of waiting over the long period 
requisite for getting cash from the national Treasury by the present 
process of printing and shipping the notes after offered bonds have 
been received and approved. Another suggestive element in the 
showing made is found in the fact that the clearing-house certificates 
put out by the different banks were issued in almost total disregard 
of the requirements of the situation. In many places they were 
paid out (and other forms of payment practically suspended) not- 
withstanding immense reserve accumulations in the bank vaults. 
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The inference properly to be drawn is the need of co-ordinated con- 
trol over the creation of such substitutes for cash and bank notes. 


A decision of much importance, both politically and from a 
legal standpoint, has been handed down by the Supreme Court of 
the United States in the employers’ liability cases pending before 
that body (January 6, 1908, Supreme Court of the United States, 
Nos. 216 and 222—October term, 1907—Howard vs. Illinois Cen- 
tral Railroad Co., etc., and Brooks vs. Southern Pacific Co.). In 
these cases, the court by a divided vote has completely laid aside the 
employers’ liability act passed by Congress two years ago in which 
it was sought to make common carriers liable in damages for injuries 
incurred by their employees in the line of duty, no matter whether 
such injuries were incurred as a result of the carelessness of a fellow- 
servant or not. Justice White, delivering the opinion of the court in 
these cases, maintains that “the statute, whilst it embraces sub- 
jects within the authority of Congress to regulate commerce, also 
includes subjects not within its constitutional power and that the 
two are so interblended in the statute that they are incapable of 
separation,” so that “the courts below rightly held the statute to be 
repugnant to the constitution and non-enforceable.” The features 
of the act which are held by the court to be without the power of 
Congress in regulating interstate commerce are the relations 
between the common carriers and those employees who are not 
directly engaged in carrying on interstate commerce. The court 
apparently accepts the proposition that Congress can pass and make 
effective such legislation as this as regards men actually engaged in 
the bona fide conduct of interstate commerce. Justice Moody’s 
dissenting opinion is based upon the contention that no clear or dis- 
tinct line can be drawn between the business of interstate carriers 
which is, and that part of it which is not, subject to the power of 
Congress to control interstate trade. This decision is of course a 
severe blow to the ambitious and radical plans which had been formed 
by President Roosevelt with reference to inclusive employers’ lia- 
bility legislation. Mr. Roosevelt has had a special investigator at 
work on this subject for some time past, and in his annual message 
to Congress at the opening of the current session advocated the 
passage of extensive legislation imposing upon employers a liability 
for injuries incurred by employees independent of the question 
whether such employees were negligent or not. Bills to remedy the 
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defects found by the Supreme Court in the existing legislation have 
already been introduced and it is evident that the subject will hold 
an important place in congressional debate. 


Secretary Taft’s return from the Philippines has furnished the 
occasion for the introduction of several new plans for tariff reduc- 
tions upon articles entering the United States from the islands. The 
bills now pending before the House of Representatives have been 
referred to the Ways and Means Committee for discussion and 
hearings. One of them provides for the reduction of duties on 
Philippine goods to 25 per cent. of the Dingley rates, and a second 
for complete free trade in Philippine products. Almost simultane- 
ously with the introduction of these measures there was effected a 
combination between Democrats, beet-sugar and tobacco interests, and 
advocates of Philippine independence. The object of the combination 
is to insist upon the acceptance of a clause providing for independ- 
ence of the Philippines at some date in the near future, this to be a 
condition of the reduction or abolition of duties pending the arrival 
of the time agreed upon as the date for independence. Careful ex- 
amination of the records of members of the House show that, if every 
Democratic vote could be controlled and combined with all the votes 
representing the other interests in question, it would be possible to 
put through the lower chamber a measure of the kind referred to. 
Perceiving the strength of the opposition, Secretary Taft has pre- 
sented to the beet and tobacco interests two alternative plans. One 
of these is the limitation of the quantity of sugar and tobacco to be 
annually admitted into the United States from the islands. The 
other is an agreement to defer the demand for Philippine tariff 
reform until the time comes for attempting a general tariff revision. 
Neither of these plans has been favorably received by the domestic 
interests affected. The question remains whether these interests 
can, through the combination already proposed, make an effective 
resistance. Few persons believe that such resistance would be 
finally practicable. Republicans opposed to Philippine tariff reduc- 
tion have so rearranged the personnel of the Senate Committee 
on the Philippines that there is practically no likelihood of get- 
ting a favorable report from that body should a tariff reduction 
measure go through the lower house and be sent to the upper. 
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Enterprise and the Productive Process. A Theory of Economic 
Productivity Presented from the Point of View of the 
Entrepreneur and Based upon Definitions, Secured through 
Deduction (and Presumably, therefore, Precise and Final) 
of the Scope and Fundamental Terms of the Science of 
Economics. By FRrepERIc BARNARD HawLey. New 
York and London: G. P. Putnam’s Sons, 1907. 

As might be inferred from the rather formidable subtitle, this 
book is, in part at least, a treatise on scope and method. The first 
five chapters are entirely so, as shown by their respective titles, 
namely, “Present Theoretical Positions,” “Method,” “Principles 
Applicable to Deductive Classification,” “A Positive Definition of 
Economics,” and “Intended Line of Argument.” Even the subse- 
quent chapters, while mainly positive and constructive, devote con- 
siderable space to the defense of the author’s method and point of 
approach. 

This emphasis upon definition, scope, and method the author 
considers necessary, for the reason that he is attempting a recon- 
struction of economic theory. This reconstruction begins with a 
complete change in the point of view from which to survey the 
economic field. This in turn involves a new delimitation of the 
field itself. His point of view is that of the business man who 
regards himself as the real producer, with labor, as well as land 
and capital, as mere means of production. His definition of eco- 
nomics, which he has himself italicized, is as follows: 

Economics is the study of the interrelations of that group of egoistic 
human activities which are incited by the expectation of definite personal 
shares, prearranged in supposed conformity to functions performed, of the 
purchasing power resulting from the joint activity of two or more indi- 
viduals ;.and of their outer relations, or how these activities and their results 
are affected by the physical, ethical, and social environment, and by changes 
in the environment (p. 65). 

This definition may not seem very clear to one who has not 
read the context, but that is too long to reproduce here and the 
reader must look it up for himself. 

More significant than the definition, in the opinion of the pres- 
ent writer, is the author’s point of view. Being himself a business 

Iir 
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man he naturally takes the business man’s point of view. Accord- 
ingly he approaches the question of production from the stand- 
point of the entrepreneur, or the enterpriser as he prefers to call 
him. The key to his theory of production is found in the conten- 
tion (pp. 112 ff.) that 

enterprise stands on a different footing from, and above, the other pro- 
ductive factors. In the proper sense of the term, it alone is productive, the 
other three [i.e. labor, land, and capital] being simply forces set in motion, 
or released forces the means by which it creates value. 

This is distinctly a harking back to the pre-Adamites, as the 
precursors of Adam Smith are sometimes called for short, who 
contended that a large and abundant supply of cheap labor was 
essential to national prosperity. That is, it is a going back to their 
point of view, not necessarily to their conclusions. Their conclu- 
sions, however, were natural enough, if you start from the position 
of the enterpriser, or of the statesman who gauges the national 
wealth from the surplus product of industry, either as shown by a 
balance of trade or by the course of the prices of securities—not 
that there is anything in common between these two methods 
except that both are attempted measures of the national surplus. 

Whatever may be said for or against this point of view, either 
on social or scientific grounds, there is no doubt whatever that it is 
the prevailing one among practical men, both in business and politi- 
cal life. When a great captain of industry recently said, in discus- 
sing the immigration question, that if he were the owner of the 
United States he would not want anything better than to have a 
large number of able-bodied men, already grown up and ready for 
work, come into the country, he was very clearly taking the pre- 
Adamite point of view. <A large supply of cheap but productive 
labor, like a large supply of cheap and fertile land, is an oppor- 
tunity and a resource as the entrepreneur looks at it. The laborer 
in the one case, and the land owner in the other, might look at it 
differently. Possibly the laborer has not the clearest possible per- 
ception of his own logical place in a scientific system, but he must 
not be blamed too much for regarding himself as something more 
than a means of production to be classed along with raw materials, 
tools, etc. To be sure, the author of the work now before us does 
not reduce the laborer quite to that level, but he places him on a 
plane of economic importance distinctly below that of the enter- 
priser. 
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In view of the fundamental and ineradicable conflict of interests 
among the different industrial and economic classes, it is at least 
pertinent to ask whether the economist is justified in approaching 
his subject from the point of view of any one class, or any one 
economic function. Something may possibly be gained in clearness 
and concreteness by this method, but he must be on his guard lest 
his conclusions should be vitiated by the very one-sidedness of his 
treatment. This, however, is far from inevitable, though fairly 
uniform, in practical affairs at least. This shows itself in a multi- 
tude of ways. The different conclusions resulting from different 
points of view on the question of immigration has already been 
alluded to. On the negro question in the South, the same results 
appear. While all whites are agreed in their opposition to anything 
savoring of social equality, there is absolute disagreement, accord- 
ing to conflicting class interests, upon other points. The land-own- 
ing and employing classes regard the negro as a necessity, while 
the small farmers, mechanics, and others who work with their own 
hands are fairly unanimous in desiring to get rid of him altogether. 
The economist who looks at the matter objectively will hesitate a 
long time before he pronounces in favor of one rather than the 
other point of view. 

While he does start from the same standpoint as the pre- 
Adamites, and the dominant business class of today, the author 
avoids most of their crudities because of his superior training in 
economic reasoning, and his ability to guard against hasty general- 
ization. 

The author’s well-known risk theory of profits comes in for a 
fairly elaborate and comprehensive restatement. Especially inter- 
esting are some of his applications of that theory. He argues, for 
example, that the result of strikes, since they increase the risk of 
business enterprise, tend to increase profits. The knowledge that 
strikes are likely to occur serves as a deterrent to enterprise, reduces 
the competition, by reducing the number of competitors, among 
those who have the hardihood to embark in business, and thus 
increases their profits as a class. On the whole it must be said that 
the author comes out much better in his conclusions than one is 
likely to expect after a reading of his introductory chapters wherein 
he expounds his method and sets forth his point of view. 

T. N. CARVER 


Harvarp UNIVERSITY 
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The Law of Railroad Rate Regulation, with Special Reference 
to American Legislation. By JosEpH HENRY BEALE, Jr., 
AND Bruce WyMan. Boston: William J. Nagle, 1906. 
8vo, pp. lii+1,285. 

The authors of this book are members of the Harvard law 
faculty, and have studied and taught the subject for a number of 
years. This rare and happy preparation has made it possible for 
them to present to the profession, within a very short time after the 
enactment of the Interstate Rate Regulation Act of 1906, a treatise 
of very substantial serviceableness to lawyers suddenly called 
upon to advise clients under the new law. “Timely” books are never 
wanting just after important legislative changes, but their early 
editions seldom have much merit on account of their hasty prepara- 
tion and the lack of really thorough knowledge on the part of their 
authors. Like the razors in the old poem, they are “made to sell.” 
The lawyer who searches this volume, however, will find admirably 
arranged nearly all of the information upon the subject that was 
accessible when the book appeared. 

One of its conspicuous merits is that the book treats the subject 
of railroad rate regulation as a particular instance of the power of 
government to regulate all forms of business that have become 
“affected with a public interest,” and as a normal development from 
the common-law rules regarding the conduct of such employments. 
Here the authors’ experience as teachers, where their studies have 
enabled and required them to investigate this field in the broadest 
fashion, has been of great service. The first quarter of the book is 
devoted to a convincing demonstration of the identity of principle 
involved in the regulation of carriers and other public callings. 
If any signs of the immediate future may today be trusted, it is 
those pointing to increased governmental control over large indus- 
tries, and particularly those enjoying positions of “virtual monopoly.” 
The argument in this part of the book should go far to familiarize 
lawyers with certain novel applications of well-established legal 
principles that seem destined to play an important part in the 
social adjustment of the new century. 

After the discussion of general principles, the second part of the 
book considers railroad rate regulation under the common law, and 
the third part deals with American statutory regulation, federal 
enactments being treated with much fulness. State and English 
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statutes are referred to wherever they throw light upon the meaning 
of the federal acts, and the important sections of all state laws regu- 
lating rates are collected for comparison. The rulings of the Inter- 
state Commerce Commission are catalogued in several convenient 
tables, and there is a chapter upon procedure before the commis- 
sion, with an appendix of forms. 

There are many typographical errors, due to haste in putting 
the book through the press, for which the authors apologize in their 
preface. There are also a few errors in substance, doubtless due to 
the same cause, such as the statement (§897) that it has been 
finally decided that transportation between points in the same state, 
passing through another state en route, is not interstate commerce. 
The contrary was held over three years before this was published. 
Hanley v. Kansas City, etc., Ry., 187 U. S., 617 (1903). Wight 
v. United States, 167 U. S., 512, is cited (§724) as an authority 
against personal discrimination in rates, under common-law princi- 
ples, even though the rates be reasonable. The case was really 
decided under the Interstate Commerce Act, and on the same day 
the Supreme Court unanimously said, in another case, that apart 
from statutes such discrimination was not illegal. Parsons v. 
Chicago, etc., Ry., 167 U. S. 447 (1897). Such slips are, how- 
ever, but small blemishes upon an excellent and useful piece of work. 


James PaRKER HALL 
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Industrial Education. A System of Training for Men Entering 
upon Trade and Commerce. By Hartow STAFFORD 
Person. Boston and New York: Houghton, Mifflin & Co., 
1907. Pages viii+86. 

This essay is a Hart, Schaffner, and Marx prize essay. The 
essay can not be criticized on the ground that it is an incomplete 
discussion of the subject, because, as the author says in his prefa- 
tory note, “it is no more than a seties of suggestions.” We can- 
not criticize him, therefore, for not doing what he did not intend 
to do. Otherwise, serious fault would have to be found with the 
gaps in the presentation. 

Undoubtedly, Dr. Person has grasped the main requirement of 
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a system of industrial and commercial education. The point of his 
discussion concerning which there would be the greatest difference 
of opinion is whether such a training should be highly technical. 

By “technical” is doubtless meant thoroughgoing acquaintance 
with the details and methods of existing business organization and 
management. Schools of commerce may be divided roughly into 
those whose courses aim to give this, and those which aim to give 
a thoroughgoing training in the principles of economics and admin- 
istration, leaving the technique to be learned principally by experi- 
ence after the student goes into business. 

Details of business organization and management change, and 
if our schools of commerce turn themselves to the training of 
technical experts in business their graduates are likely to meet the 
same criticism that the graduates of so-called business schools and 
commercial courses in high schools find themselves exposed to: 
namely, that they know one method and cannot adapt themselves to 
new conditions. In other words, such training may make experts; 
but it will deaden initiative and adaptability. 

We disagree strenuously with the implication in the author’s 
statement that “the training for work should not be weakened by 
having to carry the burden of training for culture.” We contend 
that the training for work may fairly and easily be made a train- 
ing for culture also. If Dr. Person’s contention here is correct it 
is difficult to understand how he can claim that the industrial 
training he advocates would raise the general level of intelligence. 

We take issue, too, with the author’s belief that schools for 
industrial and commercial training should be independent of the 
existing schools in the public-school system. There may well be 
some independent schools for the purpose, but the larger part of 
the work had better be done by an improvement of our present 
school system. 

Dr. Person also does injustice to some existing schools in his 
claim that their training is too general and not technical enough. 
They are right in insisting on a thorough study of principles, but 
some at least give, or aim to give, adequate technical information 
and training in addition. 

The monograph is an interesting and valuable study. 


Davin KINLEY 


University oF ILLINOIS 
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The True Nature of Value. By Rurus FARRINGTON SPRAGUE. 
Chicago: The University of Chicago Press, 1907. Pp. 
xiv+178. 

It is clear enough that goods exchange because of desires for 
them due to the utilities which they afford. And yet it is equally 
clear—Mr. Sprague insists—that the exchange relations do not 
express the relative utilities of the goods exchanged, and that Bas- 
tiat was not at the bottom of things when he attempted to explain 
the exchange of one good against another as the expression and the 
proof of the equality of the services rendered by the two goods. 
For, while Mr. Sprague goes along with Bastiat in appraising the 
service offered by any seller at the importance of the pains of pro- 
duction that are spared to the buyer, it yet remains to explain the 
quantum of these avoided pains of production: why are these as 
they are? This, it is urged, must be due to the objective difficul- 
ties attendant upon the production process—to the “objective hin- 
drances” in the way of bringing the particular goods into existence. 
Thus that two goods exchange against each other is due to the fact 
and is the proof of the fact that the respective hindrances of pro- 
duction are at an objective equality. With Sprague, then, as with 
Bastiat, the value equivalences of goods are presented as “wholly 
due to equivalences in the utilities of the services rendered,” but with 
Sprague it is added that “these services have equivalent utilities 
only when, and only because, they surmount equal hindrances” 
(p. 54). 

That is to say, the utility of the productive effort devoted to 
the making of a good is not properly to be expressed as dependent 
upon the gratification going with the consumption of the product, 
but as determined by the pains of production to which the con- 
sumer, if producing for himself, would have been subjected in the 
productive process—a concept closely approaching that of subjec- 
tive value in the Austrian analysis. 

It is thus evident that we have to do with a cost-of-production 
explanation for value rather than fundamentally with a utility ex- 
planation (as is, by the way, the case with the Austrian theory), 
and that this cost ultimately reduces to a labor-pain quantity. 

But, even so, there still remains the problem of reducing all the 
pain-costs of production to a homogeneity of pain-quality, if market 
values are to stand as proportional to costs. Is this homogeneity 
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attainable? If the “objective hindrances” underlying and uphold- 
ing the cost—or constituting the costs—are susceptible of reduction 
to a common denominator, the solution is reached—if only the 
pains of production spared to the purchaser may be established as 
proportional to the objective hindrances. 

It is freely admitted by Mr. Sprague that the gravity of the 
resistance offered to production must, for different individuals, 
vary with their varying productive capacities ; but these variations 
in individual capacity are excluded from consideration on the 
ground that “they afford no common data for fixing the terms of 
an exchange which shall be fair and just” (p. 72). Only those ele- 
ments are taken into account which are based upon impersonal and 
objective data” (p. 73)—the technological hindrances. An equi- 
table—and seemingly therefore, an actual—basis of exchange rela- 
tions can be discovered only when each party to an exchange sur- 
mounts “a hindrance that is the exact equivalent of the hindrance 
surmounted by the other” (p. 76). “The only measure of the utility 
of a service is to be found in the greater or less hindrance to be 
overcome” (p. 77). 

A unit of hindrance is therefore imperatively required; this 
unit is discovered in the unit of conventional exchange medium— 
the dollar or franc or pound or mark. Thus money comes to stand 
as the common denominator of hindrances: 

Whenever a sum of money is accepted as the compensation for a service 
that surmounts a hindrance, it shows that the hindrance in producing the 
article is the equivalent of the hindrance necessary to be overcome in the 
production of the metal from which the money is struck (p. 147). 

By this method money-costs appear to be made to stand as 
symbols of pain-costs, and as such, come to be admitted as costs 
reducible to the common denominator of pain. 

That all this is strongly reminiscent, now of Cairnes and now 
of the later social-organism school of value theory, is in no sense 
fairly to be taken as an objection to it or to any part of it: it is, 
however, so much the more readily intelligible that no difficulty is 
experienced with the fact that there are, in some fields or lines of 
production, workers who enjoy their work even up to the point of 
its marginal limit; it may surely be said here that society as a whole 
experiences none of this pleasure. It is, indeed, also clear—to the 
theorists of this school—that the social experience is necessarily one 
of pain. And from this point of view also there is no greater 








BOOK REVIEWS 119 


occasion for perplexity because of the fact that for most men the 
resistance to any one line of production—and the indemnity 
required for following it—is mostly found in the opposing attrac- 
tions of some alternative field of activity. 

Other possible difficulties with regard to the disposition to be 
made of wage outlays as costs appear to be avoided by the easy 
device of regarding all producers as self-employed. Perhaps, how- 
ever, as with objective hindrances so with the pains of productive 
effort, the money unit may be regarded as the common denomina- 
tor of the resistance to be overcome, and thereby pains and compen- 
sations be set in strict proportion. If, in view of the relative com- 
pensations of the prima donna and the day laborer, this should seem 
to be passably heroic in method, here again the social-organism doc- 
trine may be pressed to service; perhaps the social pains of produc- 
tion are proportional to the personal compensations for production. 

It is at any rate to be said that Mr. Sprague’s book is admirably 
ingenious, compact, and original in thought, as it is admirably clear 
in point of exposition. Seemingly all has been accomplished that is 
possible of accomplishment in the direction of reducing market 
values to terms of the pain-cost experienced by laborers. If, how- 
ever, cost is interpreted from the point of view of the entrepreneur 
and in terms of outlays of entrepreneur capital, something further 


is waiting to be done. H. J. Davenport 
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Ship Subsidies: An Economic Study of the Policy of Subsidizing 
Merchant Marines. By Watter T. Dunmore. Boston 
and New York: Houghton, Mifflin & Co., 1907. 8vo, pp. 
Xvili+119. 

The estimate of the value of Mr. Dunmore’s work will depend 
largely upon one’s estimate of the point of view from which he 
regards the problem. As he sees it, 
had there been no protective tariff policy, America would undoubtedly have 
been carrying her share of the commerce on the seas today. An abolition of 
all duties would in time enable this country to build up a satisfactory foreign 
trade marine. 

This is not, however, the remedy which Mr. Dunmore advo- 
cates for he holds that to be a proposition both impracticable and 
unwise : 
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The tariff system is too firmly fixed to be abolished simply to build up 
shipping, and on the whole that system seems to have practically demon- 
strated its soundness in view of commercial conditions in this country. 

Having assumed this point of view, the writer reviews our ship- 
ping history and concludes that the policy of monopoly to American 
vessels in the coastwise trade was “a wise one in view of our present 
protective tariff policy as to other industries,” and the adoption of 
full reciprocity in the direct and indirect foreign trades was an 
error, though “it by no means follows it would be wise to endeavor 
to restore that policy at the present time.” The present 
status of American shipping is then examined and_ the 
various remedies that have been suggested as applicable to the 
foreign-trade situation are discussed. The policy finally recom- 
mended is a fourfold policy and embraces (1) free ships in foreign 
trade; (2) free building materials; (3) intelligent application of the 
policy of granting liberal contracts for carrying the mails, and 
(4) discriminating duties in indirect trade. To employ this last 
effectively “would require that the free list be abolished so far as 
goods carried by foreign carriers in the indirect trade are con- 
cerned.” This policy he regards as “satisfactory from the point of 
view of all parties interested,” as it would be liberal to the ship- 
builder, fair to sailors, and helpful to the American ship-owner. 

To speak in general terms, the discussion is largely a summary 
of arguments upon the question at issue—a summary which is 
convenient because of arrangement, (this is marred by typograph- 
ical errors in part III), and because of an analytical table of con- 
tents. The range of materials consulted is not as wide as one would 
wish and the book must be characterized as “useful” but by no 
means as “final”—possibly not even as “authoritative.” 

It is number five of the Hart, Shaffner, and Marx prize essay 


series. L. C. MARSHALL 
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The Labor Legislation of Connecticut. By AtBa M. Epwarps. 
Publications of the American Economic Assn., Third Series, 
Vol. VIII, No. 3. New York: Macmillan Co., 1907. Pp. 
Vili-+322. 

The purpose of this work is, “to discuss the labor legislation of 

Connecticut historically and critically, and so far as possible, to 
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trace the economic effects of these laws.” Dr. Edwards traces 
this legislation from its inception in a weak attempt to restrict 
child labor in 1842 down to the present time. He finds that the 
legislation, in general, shows two main lines of development—the 
laws themselves have been made increasingly inclusive and detailed, 
and the provisions for their enforcement have been considerably 
strengthened. Due to the rapid development of the manufacturing 
industries within the state during the past forty years the Con- 
necticut legislature has found it expedient to pass special laws gov- 
erning not only the conditions of child and woman labor, but also 
such matters as the employment contract, employers’ liability, the 
payment of wages, boycotting, blacklisting, arbitration of trade dis- 
putes, free public employment bureaus, convict labor, and an 
extensive series of factory acts regarding the ventilation and sani- 
tation of factories, and the guarding of dangerous machinery. 

This legislation has not been secured, however, without con- 
stant agitation and political pressure on the part of the workers 
themselves. In 1885-88, when many of the existing labor laws 
were enacted, some thirty or more members of the state legislature 
belonged to the Knights of Labor. Since that time most of the 
additional labor legislation has been secured through the efforts 
of the legislative committee of the Connecticut Branch of the 
American Federation of Labor. Dr. Edwards is led to state, there- 
fore, that, 

Since 1885, organized labor has been the chief factor in securing labor legis- 
lation, either by direct iegislative campaigns, or by agitation outside the 
legislature, or by both. 


Speaking of the results of this legislation, Dr. Edwards says: 


The early laws usually were not enforced and their results were small. 
The same is true of some of the later laws. Many of the later labor laws 
were passed after the movement for a change had begun, and their influence 
on that movement cannot be determined. In other cases, as in the child- 
labor and weekly-payment laws of 1886, the factory-inspection laws of 1887 
and later years, and the bakeshop law of 1897, the good effects of the laws 
stand out clearly. On the ‘whole, the laws have been of great benefit to the 
laboring-classes and have improved very materially their condition and the 
conditions under which they work. 


Dr. Edward’s study of Connecticut labor legislation may be 
placed side by side with Miss Whittlesey’s work on the labor legis- 
lation of Massachusetts, as a careful investigation into the actual 
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nature and workings of a state system of labor legislation. The 
information is valuable, and generally it is presented in a plain, 
straightforward manner, though at times the main points are some- 
what obscured by a mass of historical detail. 

It has been well said that in one respect, at least, we have an 
advantage over most countries of Europe, as regards labor legis- 
lation. We have forty-six states, each of which may initiate such 
legislation on its own accord without waiting for the consent of the 
others. Thus the more progressive parts of the country are not 
necessarily held back by the unprogressive districts. At the same 
time all the states, even the most backward, may profit from the 
experience of the others. Therefore, if this experience is care- 
fully utilized with due regard to the different conditions 
of different sections of the country, serious dangers may 
be avoided and many advantages obtained. The value of 
such works as those of Dr. Edwards and Miss Whittlesey 
lies chiefly in the fact that they place at our disposal the lessons 
to be learned from the experience of the various individual states. 
It is quite clear from Dr. Edward’s study, for example—and in 
this he confirms the conclusions arrived at by Miss Whittlesey in 
a similar study—that we are quite likely to pass excellent labor 
legislation without providing adequate means for its enforcement. 
In some respects such legislation is worse than useless, for it 
inculcates in its violators a contempt for the law. Again, in many 
cases it cannot be told just how a given law will operate until it 
is tried. In 1886, for example, the Knights of Labor advocated 
a bill which provided for the compulsory weekly payment of wages 
by all corporations. At that time Dr. A. T. Hadley was the Con- 
necticut commissioner of labor. He recognized the evils attending 
the monthly payment of wages, but doubted very much whether a 
law requiring weekly payments would bring satisfactory results. 
The law was passed however, and within six years the percentage 
of all workers in both incorporated and unincorporated establish- 
ments who receive weekly payments rose from 38.4 per cent. to 
81.58 per cent., showing that the law was very effective. The facts 
brought out in this study are of considerable value to the economist 
and the legislator. It is to be hoped that similar studies will be 
made of the labor legislation in the leading industrial states of the 
Union. Joun C. KENNEDY 

THe UNIVERSITY OF CHICAGO 
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NOTICES 
Das Wirtschaftsjahr 1906. Von RicHarp CaLwer. Erste Teil: Handel und 

Wandel. Jena: Gustav Fischer, 1907. 8vo, pp vii+341. 

This issue contains a very convenient summary of conditions during 1906 in 
nearly all lines of industry, primarily with reference to Germany, but with some 
mention of other countries. The field treated covers the growth of industry, 
the kartells, the labor market, strikes and lockouts, agricultural conditions, 
mining, the metal trades and machinery, the textile industry, the provision trade, 
the building trade, the money market and the banks, foreign trade and transpor- 
tation, incomes, and prices. 


Human Justice for Those at the Bottom. An Appeal to Those at the Top. 
By E. C. Correritt. London: Smith, Elder & Co., 1907. 8vo, pp. x+226. 


This volume is a_ sincere and heartfelt appeal by one who sees 
the wretchedness, poverty, and hopelessness in the life of the lowest 
classes, and has a noble faith that the human nature of the upper 
class will lead it to offer its money and _ services with the spirit 
of neighborly love for the alleviation of this suffering, if only it can be led to 
realize what the conditions really are. The fundamental cause of these evils is 
declared to be the modern industrial system with its religion of free and unre- 
stricted competition. Great stress is laid on compulsory education as having 
largely caused the present unrest by opening the eyes of the lowest classes, The 
obstacles to action are stated to be insufficient realization by the upper class of 
the injustice of the situation, its pitifulness, its curability, and finally, their 
responsibility for it; hedonism and the present commercial system, the failure to 
divorce social questions from party politics, an unwillingness to face the plain 
facts, and undemocratic system of education, a weak sense of national duty and 
lack of serious thought and imagination, a mistaken view of human nature, 
and the absence of a plan of action. If the upper class sincerely strives by means 
of its money and services to help the lowest class it will by its example siart 
a movement ending in justice, kindness, love, the author’s definition of socialism. 


Wilshire Editorials. By Gaytorp Wusuire. New York: Wilshire 

Book Co., 1907. Pp. 407. 

This book is a collection of Mr. Wilshire’s editorials which have appeared 
in the Challenge and Wilshire’s Magazine. The editorials were written for prop- 
aganda purposes and, for the most part, are variations of a single theme. 
Mr. Wilshire believes that the trust is a necessary outcome of overproduction. 
He claims that the trusts will be able to check overproduction, but that in so 
doing they will bring about an enormous unemployed problem. When this 
problem is upon us—and according to Mr. Wilshire the time is not far distant— 
the workers will be forced to assume control of the means of production and 
distribution to secure for themselves the necessities of life. Thus will the 
co-operative commonwealth be inaugurated. The sketches are written in an 
easy, journalistic style and doubtless contain an element of truth. It is rather 
amusing, however, to observe Mr Wilshire’s attempts to get a full orchestral 
effect from a single one-stringed instrument. 
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